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A Banker’s Diary 


Mid-January—Mid-February 


UNTIL the end of January money was very easy. Bankers’ 
deposits were runningat an usually high level, and the steady 
redemption of Treasury Bills out of revenue 
= meant that the market was left very short 
I a Money of bills. In conse quence, the average tender 
Market as age 
rate for Treasury bills fell to no better than 
} per cent., and the market secured very 
poor allotments. Thus the market in its turn had few bills 
to sell, while the banks with their ample supplies of cash 
were ready buyers. In early February, however, ther 
was a Change in the position. The continued redemption 
of Treasury bills began to reduce the Government 
securities held by the Bank, and between January 2 and 
February 16 these fell from L104 to {98 millions. Ti 
this extent the money collected in the form of revenue was 
not returned to the banking system through the redemp- 
tion of Treasury Bills, and so bankers’ deposits themselves 
reer from {124 to £106 millions. This, together with 
the general disturbances caused by the movement of 
large sums between the banking system and the exchequer 
has made money much less easy. At times one or more 0! 
the clearing banks has had to call heavily from the 
market, and the banks have also been less eager buyers 0! 
bills. Moreover the repayment of certain Australian 
maturities on February 1 deprived the market of the 
funds which had been previously accumulated in London 
in preparation for those repayments. Thus while dis 
count rates remain little better than } per cent., the whol: 
tone of the market is stiffer. This change has been 
sufficient to put an end to all rumours of an impending 
reduction in the Bank rate, and to show that the reports 
current at the New Year to the effect that the authorities 
were effecting fresh enlargement of the credit base wer 
entirely unsubstantiated. 
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[HE New Year's franc crisis, which accompanied the recent 
change of Government in France, has for the moment 
spent itself, and by the middle of February 
The the London foreign exchange market had 
Foreign become very quiet. While the crisis lasted 
Exchanges spot sterling rose at times to over Frs. 153 
to the pound. The French authorities were 
also brought practically to the end of their gold and sterling 
resources, sO much so that they first had to borrow 
sterling by means of swap operations, and finally had 
to recover from the Bank of France the Frs. 3,000 
millions of gold, transferred to the Bank during the 
recovery period of last November. The new French 
Finance Minister has several times stated that the policy 
of his Government is that of adherence to the Tripartite 
Agreement and steadfast opposition to exchange restric- 
tions. As stated, there is at the moment a pause, with 
little bear speculation against the franc or further flight 
of capital from France. It is difficult to say, however, 
how long these quiet conditions will last. Meanwhile 
dollars have been weak, with sterling quoted at as high 
as $5:03. There has been a definite tendency for foreign 
money to be transferred from dollars into gold, and high 
premiums have lately been the rule in the London 
bullion market. it is not easy to find any definite reason 
for this tendency, or for the general weakness of the 
dollar, but there is no doubt of its persistence. Conti- 
nental currencies have remained steady, with the excep- 
tion of an occasional weakness of the belga. The Dutch 
and Swiss authorities are now believed to be carrying 
large sterling balances, which have lately become in- 
creased owing to the movement of Continental funds 
out of the United States. 


At the beginning of February the Argentine Government 
announced that the exchange surtax would be reduced 


from 20 to Io per cent. This surtax is 

The applied to all imports into Argentina not 
Argentine qualifying for prior import permits, and 
Surtax in practice applies to goods coming from 


countries which do not have a trade agree- 
ment with Argentina, and where as a rule the balance of 
trade is against Argentina. The surtax is superimposed 
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on the official import rate, which for the past veal has 
been 16 pesos to the pound. Thus a 20 per cent. surtax 
was equivalent to an exchange rate of Pes. 19:20, and a 
[0 per cent. surtax to a rate of Pes. 17-60. These goods, 
however, have in any case to be paid for at the free rate 
of exchange, which is consistently higher than the ae 
import rate, and the actual surtax payable is only the diff- 
erence between the free rate and the official se rate 
plus the full surtax. The importance of this distinction lies 
in the fact that coincident with the reduction in the surtax 
there was a sudden depreciation of the free rate from about 
Pes. 17°03 to Pes 18-30 and later to Pes. Ig°00. Thus the 
tree rate is now higher than the official import rate plus 
the new surtax, and so importers have been deprived 
of the full benefit of the reduction in the surtax. The 
free rate of Pes. 19-00 in fact is equivalent to a surtax 
of nearly Ig per cent Karly in the month there was a 
strong belief that one cause of the depreciation of the 
free rate was the decision of the Argentine central bank 
to cease supporting the free market. More generally, 
the outlook for the peso has been made more uncertain 
irst by the partial failure of this season’s maize crop 
and secondly by the fact that Argentina is still importing 
eavily as a result of the prosperity arising out of last 
vear’s good export season. The possibility of a rise in 
the official import rate has also been mooted. Moreover 
Argentine, through her recovery, had previously attracted 
a certain amount of foreign liquid capital, and the more 
doubtful prospects for the peso may be causing a departure 
of some of this foreign money. These facts taken together 
readily explain the recent depreciation of the free rate. 





He higher level of bankers’ deposits during January, 
referred to in the note on the money market, is reflected 
in an increase in clearing bank cash from 
{ 23. -g millions in November to £244°3 


January a. ; 

Clearing millions in December and £250°9 millions in 
Bank January. Call and short loans fe Il between 

Averages [)ecember pee January from {163-1 to 


£153°7 millions, but there was a hig increase 

discounts trom [3 0-0 to £331°3 millions. This last 
movement Is ao in view of the January paucity of 
freasury bills, but the contraction in call and short loans 
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shows that the banks must have bought up all the bills 
which the market could spare. Since November advances 
have fallen from {986-2 to {965-5 millions. This drop 
of {20°7 millions is entirely due to the repayment of the 
French credit. At the moment the funds released by the 
repayment have been used in buying bills, for investments 
at £635°6 millions show slight increases compared with 
November and December. Thus the banks have at present 
ceased from realising securities, and this may be one 
explanation of the continued firmness of the gilt-edged 
market. Deposits rose from £2,310-8 to £2,330°4 millions 
between November and December, but have since slipped 
back to £2,329°4 millions. The January ratio of cash 
to deposits was 10-77 per cent. 


THE January trade returns show small decreases compared 

with December under all the main headings. Imports at 

£85-0 millions were {9-3 millions lower than 

January 1n December, but {9-3 millions above their 

Overseas level of January, 1937. Raw material imports 

Trade declined from {27°3 millions in December 

to {25°7 millions in January and were the 

same as in January, 1937. British exports declined by 

{2:7 millions to £41-2 millions, as compared with £39-1 

millions in January of last year. Re-exports stood at 

{4:8 millions, against £5-o0 millions in December, and 

{5:r millions in January, 1937. The returns are 
summarised below :— 


Jan., 1937 Dec., 1937 Jan., 1938 
£ mill. 


£ mill. £ mill. 
Imports i a wh 75°7 94°3 85-0 
Exports i ea re 39°1 43°9 41°2 
Re-exports = - - 5‘I 5°0 4°8 
Total exports .. - 4 44°2 48-9 46-0 


The adverse trade balance therefore amounted to 
£39°0 millions, against £31-5 millions a year ago. 


AN interesting paper was read to the Insurance Institute 
of London by Mr. H. L. Rouse, Joint General Manager 
of the Midland Bank, on February 7, 1938. 

Bank Mr. Rouse, who took as his subject “‘ The 
Amalgama- Benefits of Amalgamation in Banking,” 
tions = =_began with a comprehensive summary of the 
history of the amalgamation movement. 

x 
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From this he proceeded to consider the benefits derived by 
the country from banking amalgamation. First and 
foremost he was able to point to the present strength of 
the British banking system and to contrast it with the 
recent history of the United States where, out of 24,800 
separate banks operating at the beginning of 1930, over 
5,000 failed in the three succeeding years. Amalgamation 
too had brought with it an improvement in banking 
service and facilities, including numerous special services 
which customers now receive from their bankers almost 
as a matter of course. To the banks it had provided 
opportunities for numerous economies. Redundant 
branches had been closed down, cash reserves had been 
centralised and economies achieved in respect of transfers 
of cash, agency costs, and related expenditure. Mr. 
Rouse, then alluded to a source of greater efficiency with 
which he himself had been largely concerned, namely the 
widespread application within the past ten years of 
mechanical accountancy methods. Mechanisation, he 
said, could only be introduced by a large bank, and then 
only in offices of a fairly large size; but, as has been shown 
in articles appearing from time to time in THE BANKER, 
great progress has been made in this direction. Finally, 
amalgamation had made it possible to adopt more effective 
methods of book-keeping, and had also afforded fresh and 
more varied opportunities for the staff. Mr. Rouse 
admitted the possible dangers of over-centralisation, 
but claimed that there was much to be said for combining 
the advice of the branch manager with the completely 
dispassionate judgment of the head office officials. He 
concluded by arguing that amalgamation had given the 
banks and the public greater security and better service 
at lower cost. 


The Bankers’ Speeches 


HE vicissitudes of 1937 meant that the Bank 
Chairmen, in their addresses to their share- 


holders had this year an unusually interesting 
field to cover. Clearly the public looked to them to give 
an analysis of the autumn’s setback in prices and trade, 
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and also to indicate their views of the length and intensity 
of the present recession. The downward turn in the trade 
cycle also called into question our general monetary 
policy, while the year’s growth in our adverse trade 
balance provided further food for thought. Unfortu- 
nately the bank meetings were held too early for M. van. 
Zeeland’s report to receive consideration, but the chair- 
men were unanimous both in welcoming the Anglo- 
American trade negotiations and in insisting on the need 
for maintaining our export trade. Mr. Fisher, at Barclays 
Bank meeting, anticipated the Government’s recent 
decision, when he called for at least a partial resumption 
of foreign lending. Lord Wardington had some cogent 
comments to make on municipal borrowing and also 
was the first banker to call attention to some of the 
disadvantages of the presence in London of a mass of 
foreign fugitive short-term money. 

Cne of the most interesting analyses of the nature 
and extent of the trade recession was that given by 
Mr. Beckett to Westminster Bank shareholders :— 

That our recovery could continue indefinitely, without intermission, 
was not to be expected, and the movement recently perceptible is at 
present only a slowing-down of activity, liable to attract exaggerated 
attention when it succeeds a long period of unbroken progress. The 
steadiness of our recovery from the depression suggests that it is of a 
permanent and long-term character, much more likely to endure 
because of its gradual growth. The freeing of the pound sterling, and 
the adoption of a moderate tariff policy, have been major factors in 
our rehabilitation, but the growth of our trade has been mainly on 
natural lines, and the success achieved so far has been without recourse 
to extreme expedients such as those being tried out in other countries. 

In no field of activity is sentiment more quickly translated into 
terms of prices than in the stock markets, and unfortunately move- 
ments of stocks and shares receive an altogether undue prominence 
in spheres where they have only a limited relevance. It is not always 
realised that stock and share prices indicate the market’s assessment 
not of current or future business activity, but of future profits, which, 
particularly at a time of rising costs, may be a very different thing. 
For this reason, a stock exchange decline is frequently given an unneces- 
sarily pessimistic interpretation, and causes a restriction of enterprise 
in the commercial and industrial spheres. 

Having said much to place the stock exchange 
Tecession in its proper perspective, Mr. Beckett proceeded 
to discuss the bearing of the American setback upon the 
British position. He did not under-estimate the impor- 
tance of the United States, for the decline in commodity 

x 2 
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prices was largely due to the cessation of American buying. 
He claimed, however, that Great Britain had displayed 
greater powers of resistance. British wholesale prices 
had risen by 6 per cent. during 1937, while American 
wholesale prices had fallen by 4 per cent. Ordinary 
shares had fallen by only 15 per cent. in England and by 
35 per cent. in the United States. Citing current statistics 
of employment, production and overseas trade, Mr. 
Beckett claimed that British industry was still in robust 
strength. Nor was our present prosperity wholly or even 
mainly due to rearmament. 

Mr. McKenna, at the Midland Bank meeting, explained 
that since 1925 we had had just six years of the gold 
standard, followed by six years of a managed currency. 
The equal length of these periods afforded a useful basis 
of comparison. From the financial angle, during the 
earlier period the Bank’s gold had fallen from £154 to 
£135 millions, and there had been sixteen changes of 
Bank rate, mainly in order to protect the Bank’s meagre 
gold stocks. Since 1931, our total monetary gold stocks 
valued at the current market price, had risen to £800 
millions, while since 1932 Bank rate had remained at 
2 per cent. Our position was both far stronger and much 
easier than in 1931. Conversion had reduced the annual 
cost of the National Debt by {£60 millions, and our escape 
from the trammels of the gold standard had enabled 
bank deposits to expand from {£1,800 to £2,300 millions. 

From the industrial angle, wage rates fell from 102 
in 1925 to below 97 in 1931. By last year they had risen 
to over 103. Profits dropped during the earlier period 
from 104 to 77, but had risen by 1936 to 120. Industrial 
production tells the same story. Finally, he said :— 

Between 1925 and 1931 the total of our insured workers rose by 
1,200,000, but the employed fell by 200,000, and the unemployed rose 
in consequence by 1,400,000. This was how we stood at the end of the 
first six-year period. In the second the insured workers increased by 
a further 800,000, but the number of those employed grew by as much 
as 2,100,000, thus reducing the unemployed by well over a million. 
What a contrast! a decline in employment of 200,000 in the first 
period; an increase of 2,100,000 in the second. No figures could be 
more convincing; no figures could exemplify more clearly the change 
in our economic condition in the two periods. We have still some way 
to go before we shall be utilising our full productive capacity, but the 
experience of the past six years indicates that in currency and credit 
policy we have not been led astray in using the opportunities for 
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intelligent management which the departure from gold presented. I 
have not suggested, and I would not for a moment do so, that the 
pronounced improvement in our position as between the two periods 
is due solely to the change in the monetary system. But I do suggest 
there is nothing in our present condition to indicate that the change 
has been other than for the better or that it is fraught with unknown 
perils in the future. 

The arguments for paying special attention to our 
export trades were expressed very strongly by Mr. Colin 
Campbell at the National Provincial Bank meeting :— 


As an increase in our material welfare drawn from abroad is essen- 
tially a matter of the exchange of goods, I do not think it is possible 
to over-emphasise the desirability of pressing ahead with any measure 
designed to assist our export trades. In no other single direction, 
having particularly in mind that our great export and ancillary indus- 
tries are among the worst affected by unemployment, can we expect 
such an abundant return for effort. It is true that some sections of 
industry are at present working at high pressure, but the importance 
of maintaining and increasing our export trade is so great that the need 
of markets overseas cannot be ignored. There is no solid foundation 
for the idea that our great industrial companies cannot handle the 
requirements of these markets overseas in consequence of their commit- 
ments for rearmaments and for the home trade. In fact the great bulk 
of our industries are well able to deal with increased overseas inquiries. 

The alternative to a vigorous policy of increasing our foreign trade 
implies a further period of waste of our domestic capital resources, 
both material and human, ameliorated by expensive readjustments 
in some of the areas worst affected. 


Foreign trade at once raises the question of foreign 
lending. Mr. Campbell pointed out that foreign invest- 
ment depended on a surplus of income in the lending 
country and reasonable opportunities of capital construc- 
tion which will show a return sufficient to provide the 
service of loans in the borrowing country :— 


Of the main factors responsible for the slowing up of our overseas 
investment in recent years, some exhibit the features of permanence 
and some are clearly of a transient nature. If we exclude the teeming 
populations of the East, the increase of numbers in some countries, 
especially in the Empire, is progressing at a slower rate than hitherto, 
and some of these countries have now accumulated considerable 
domestic capital. In a number of cases borrowers at long term took, 
especially in the post-War years, rather more than they could easily 
assimilate and found some difficulty in meeting their external obliga- 
tions when the depression of 1930-31 set in; and further we in this 
country were compelled, for reasons connected with the crisis of 1931, 
to place an embargo on the export of capital. 

It cannot be seriously doubted that the position of many potential 
borrowers, especially within the Empire, has very greatly improved 
in the last few years. 
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It has been said that, having in mind the present trend of population 
in this country and elsewhere, we should not encourage prim 
producing areas to borrow further capital from us on the ground that 
they will encounter increased difficulty in marketing their products in 
payment of interest and sinking fund. This belief is surely without 
foundation. The potential increase in general consuming power of even 
a static population (and we have not reached this point yet) is very 
great. This is clearly true, for example, in the case of the world com- 
modities with which we clothe ourselves. It is less obvious in the case 
of foodstuffs, but even here it is certain that we could consume a great 
deal more with benefit to the nation’s health. 


Mr. Fisher, at Barclay’s Bank meeting, devoted an 
important part of his speech to this question of foreign 
lending :— 


In the past, he said, this country has greatly assisted in the develop- 
ment of the resources of the world by the provision of long-term 
capital. In recent years, the new money provided for this purpose 
by the creditor countries has suffered a drastic reduction—partly as a 
result of the restrictions imposed, and partly owing to unsatisfactory 
world conditions as shown by the defaults that have taken place in 
respect of existing obligations. In fact, there are indications that the 
amount of new issues on foreign account in the important lending 
markets of the world has been less than the redemption, repayment 
and repatriation of old foreign loans. The benefit of having a large 
volume of capital invested overseas as a reserve in times of emergency 
has been demonstrated in the past, and it is not always fully appre- 
ciated that a very large part of the imports which we need to maintain 
the standard of living of the country is paid for by the income received 
in respect of the savings of British investors. For example, in the year 
1936, had we not been in receipt of this income, this country would 
have had to sell abroad an additional {195 million of exports, or increase 
the value of the services rendered to countries and individuals abroad 
or reduce her purchases from overseas, which would lead to a reduction 
in the standard of living. To argue that losses in the past have been 
made in respect of loans from this country for development abroad, 
takes us nowhere, and to refrain from foreign lending on that score 
alone, would be unreasonable, although it is realised that at the present 
time the number of creditworthy borrowers in a position to approach 
the international capital markets for funds is limited. Care must of 
necessity be used in the selection of the project to be financed, and the 
test as to whether or not it will be remunerative should be applied in 
each case. Owing to the Government’s defence programme and the 
expansion in imports to form the basis of domestic consumption, there 
has been a large rise in the adverse balance of merchandise trade, and 
it might well be that a substantial proportion of any money lent abroad 
should be expended here upon the purchase of British goods. In 1936, 
it was estimated that this country had a small net deficit on her inter- 
national balance of payments, and although during the past year there 
has no doubt been an expansion in our receipts from “ invisible” 
exports, the large increase in the excess of imports of merchandise 
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must tend to reduce our ability to lend abroad. We should, however, 
aim at least at maintaining our external capital and keep before us the 
desirability where possible of providing funds for sound development 
abroad, which in itself would do much to increase world trade. 


The best comment upon this powerful case for the 
resumption, within limits, of foreign lending is to be 
found in the Government’s subsequent decision to relax 
the restrictions in certain important respects. 

Lord Wardington, at Lloyds Bank meeting, discussed 
the question of foreign deposits with the British banks. 
Having explained that Lloyds Bank had deliberately 
refrained from bidding for deposits by offering higher 
rates than were economically justified, he said :-— 


Our principal concern was in connection with foreign deposits, that 
is to say, that large amount of floating capital seeking a temporary 
home, either with the object of obtaining a safe asylum or a higher 
return. Money of this character is very unreliable, and is apt to be 
withdrawn at the shortest possible notice when any scare occurs. For 
this reason it is essential to keep such a deposit in a liquid form so that 
it can be readily returned when called for. Short term methods of 
employing this money during last year have only been able to com- 
mand a rate of about a half per cent., the rate of allotment for three 
months’ Treasury bills, for instance, during the past half-year averaging 
no more than r1s. 4d. per cent. We considered, therefore, that to allow 
a foreign deposit I per cent. or more must result in a loss to the Bank. 
It can, of course, be argued that only a portion of such deposits is 
likely to be withdrawn at any one time, and that it would be a perfectly 
sound proposition to treat them as we do our home deposits, that is to 
say, to keep the usual proportions in cash, Treasury bills, loans, gilt- 
edged securities, etc., but for the reason given we felt that such an 
argument was not economically sound if applied to anything in the 
nature of nervous foreign money. 

There seems to me to be another reason, and an important national 
one, why the inflow of fugitive money into this country should not be 
encouraged. Nearly every other country has refused to give anything 
for it but a purely nominal rate. Some refuse to give any interest at 
all, and even charge for its safekeeping, and it seems to me to be 
sound business to follow the example of those countries and not to 
tun the risk of putting the stability of our country’s exchange to the 
serious inconvenience which would arise if deposits of this nature 
and in considerable volume were suddenly withdrawn and sent to other 
countries, which for the moment appeared a more attractive asylum. 

Another undesirable result appears to have followed from an undue 
competition for foreign deposits. A greater demand for bills was a 
natural consequence, and the Discount Market has again suffered from 
an inability to extract a living wage from the low rate applied to the 
discount of bills. The Discount Market is an essential part of London’s 
financial equipment, and of great importance in the composition of its 
intricate and delicate activities. It is highly desirable that it should 
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be allowed an opportunity to live, and though the excessively low rates 
—to some extent artificial—which have ruled during recent years may 
be an advantage to the Treasury, and indirectly therefore to the tax. 
payer, yet these advantages would be dearly bought if they were to 
mean the extinction of the London Bill Market as we know it to-day, 
and consequently the greatly diminished attractiveness of the London 
bill, if its marketability were threatened. 


As has been made apparent in recent articles in THE 
BANKER, an authoritative statement of this kind was 
badly needed. It is to be hoped that the banks will be 
able to arrive at an arrangement whereby unjustifiable 
competition for deposits consisting of purely fugitive 
foreign money will cease. At the same time there is no 
suggestion that the normal deposits held in London by 
foreign bankers and traders, for the furtherance of 
international finance and trade, are unwelcome. 

Lord Wardington also called attention to the post- 
war growth in municipal borrowing :— 

At a time when the primary need of defending the country is the 
subject of heavy additional borrowing—and taxation—by the Central 
Government, surely a large part of the borrowing by local governments 
could be postponed. The greater part of this borrowing requires to 
be sanctioned by the Central Government. That sanction is invariably 
given, and so the burden of debt mounts higher and higher. Local 
rates are continuously increasing, and, what is more to the point, the 
quinquennial valuation always seems to produce a higher assessment— 
never a lower. It is true that a large proportion of local government 
debt is described as productive. One cannot help feeling that such 
enterprises would be more productive in private hands. This has so 
often been proved when local authorities have attempted house building 
by direct labour. It is also true that there are some local governments 
who run their finances well. It is, however, the fact that nearly all 
local government public loans are immediately renewed at maturity, 
and, in the majority of cases, opportunity is taken to increase the 
amount required. Here are some figures showing the growth of local 
government debt :— 

I9l4 .. - AP £562,630,600 

1640... = ad ie £555,145,000 

*1935 =. - we Be ..  £1,421,501,979 
* Latest available figure. 


One can foresee a position of considerable difficulty when local 
government obligations, running into many millions of pounds, mature, 
and holders desire to be repaid in cash rather than convert into new 
issues. 

Here again, a leading banker has given the country a 
salutary warning concerning a post-war development 
which so far has received insufficient attention. No 
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doubt a strong case can be made for current municipal 
activites, but at least the country should have its eyes 
opened as to their total costs. 

The comments of the three Lancashire bank chairmen 
upon the state of the cotton trade were even more interest- 
ing than usual. As they explained, 1937 as a whole was 
a year of relative prosperity for the cotton industry— 
the first for ten years, said Sir Noton Barclay, the Chair- 
man of the District Bank. On the other hand, the 
autumn decline in cotton prices had seriously affected 
demand. 

It was also a year of reorganisation, both actual and 
prospective. Sir Richard Holt, at Martins Bank meeting, 
said :— 

In the cotton trade an approach to unanimity has been reached 
as to the type of reorganisation desired, and Government support for 
the trade’s agreed proposals has been sought. This, subject to reason- 
able safeguards, will doubtless be forthcoming. The industry in general 
has had a more successful year than for some time. While the various 
agreements have contributed to this, normal causes have also come into 
play, and trade improvement has helped to solve the redundancy of 
spindles. Progress has been made towards stability of control, and 
with the operation of these constructive measures further recovery may 
be expected this year. 


Mr. Dewhurst, at Williams Deacon’s Bank meeting, 
also welcomed the new proposals for reorganisation :— 


The problems which confront each section of the trade are similar 
incharacter. Each unit is faced with a surplus of productive capacity, 
with its inevitable consequence of price-cutting and depletion of 
capital, and it is desirable to ensure that any success which a particular 
section of the industry may reach in dealing with these problems 
should not be achieved to the detriment of other interests in the 
trade. 

It would seem therefore that some form of comprehensive organi- 
sation which carries the support and confidence of the whole industry, 
and whose recommendations would carry weight with the Govern- 
ment, is a vital necessity if the trade is to maintain and improve 
its position in the markets of the world. 

The difficulties confronting this Cotton Industry Board are many 
and obvious. It will not be easy for instance to reconcile the position 
of the manufacturer who must run his machinery, after allowing for 
replacements and improvements, on a profitable basis, with that of 
the merchant who must sell the goods in foreign markets at a com- 
petitive price, but a strong internal organisation does not necessarily 
stifle our competitive capacity, nor can we contemplate indefinitely 
subsidising exports at the expense of capital and wages. 

It is to be hoped that the Government will grant facilities for the 
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necessary Enabling Bill to be introduced to Parliament during the 
present Session. 

Sir Noton Barclay made the important point that the 
home market has now become of far greater importance 
to the cotton trade than it was in the past :— 

It is estimated that, helped by the general prosperity in Great 
Britain, no less than one half of Lancashire’s output of 4,000,000,000 
(four thousand million) yards of cotton and rayon fabrics is now 
absorbed by the home trade. Consumption of cotton and rayon 
goods in the United Kingdom is only about forty yards per head per 
annum, as compared with over sixty yards per head in the United 
States, and, though orders for the home trade have been on a much 
smaller scale since the autumn, it appears likely that Lancashire will 
retain its volume of output for the home trade. 

As regards the future of export business, this will depend largely 
on the results of the Government’s action to obtain satisfactory 
trade agreements and better organisation in the industry itself. 

He also added that during its first working year the 
Spindles Board had withdrawn from production 3,265,000 
mule equivalent spindles. That the Board had not 
achieved the whole of its original object was principally 
due to the improvement which had taken place in the 
trade since the scheme was first mooted. 

Between them the bankers had given the public a 
very clear survey of what turned out to be an eventful 
year. They provide no ground for pessimism, for the 
bankers do not regard the present recession as serious, 
nor have they lost faith in the powers of resistance of 
British industry. They have, however, called the 
attention of the Government, the City and the country 
to several problems, both old and new. The enunciation 
of these problems is in some ways the most valuable 
part of the recent series of bank speeches. 


The Future of Gold 
By R. F. Harrod 
Wits, is to be the future of gold? Can we expect 


its recent appreciation in value to be main- 
tained and its age-long prestige to survive for 
another generation or more? Was the recent gold 
alarm but a transitory perturbation? Or is the hey-day 
of gold over? Will it presently slump in value, as silver 
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has already done in the preceding half-century, and will 
those over-cautious individuals who have laid by hoards, 
and above all the governments and central banks with 
their vast stocks, have to cut substantial, even over- 
whelming, losses ? 

We may be sure that the answer to these questions 
hardly depends at all on the demand for gold for industrial 
and ornamental purposes and only to a secondary extent 
on conditions governing its production. The main 
determining factor will be the part it is called upon to 
play in the monetary systems of the leading countries. 
This in turn will depend on decisions taken by a small 
number of individuals connected with the central banks 
and treasuries of those countries. 

It is necessary to be clear about the two entirely 
different ways in which gold may be retained in monetary 
use. On the one hand it may be used as the official 
standard of value (the gold standard). But if it is decided 
not to adhere to the gold standard, gold may none the 
less be used in the monetary system. To abandon the 
gold standard is not tantamount to abandoning the use 
of gold. For instance, since Great Britain abandoned 
the gold standard in September, 1931, she has brought 
fresh gold into monetary use to such an extent that she 
now holds stocks of gold set aside for monetary purposes 
of about three times the size expressed in fine ounces 
and of about five times the size expressed in sterling 
value of the stock so set aside before she abandoned the 
gold standard. Thus the question, will the gold standard 
continue to be used, must be kept entirely distinct from 
the question will gold continue to be used. It is possible 
to maintain a gold standard with remarkable economy 
in the actual use of gold. Some countries have indeed 
done so without using any gold at all. And in principle 
it would be possible for all countries in the world to 
maintain a gold standard, by wise management, without 
using a single particle of gold. This is not a probable 
eventuality. But it must certainly not be assumed 
that the use of the gold standard necessarily entails the 
absorption of more gold in the monetary system than 
Its disuse. 

A gold standard country has to keep such reserve 
as will cover any call due to an adverse balance of total 
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foreign payments. If it fails to do this, the gold standard 
cannot be preserved; the currency will depreciate in the 
foreign exchange market against other gold standard 
currencies, if the excess of payments due cannot be made 
in gold. How large this reserve ought to be will depend 
on the circumstances. Normally the maintenance of this 
reserve is the sole use of gold for monetary purposes 
which maintenance of the gold standard entails. But 
it must be noted that a gold standard country may, 
if it sees fit, hold this reserve in the form not of gold 
but of currency or sight or short-term liabilities of some 
other country, which maintains a gold standard and 
convertibility into gold. Thus the maintenance of a gold 
standard need absorb no gold at all. 

One other point must be mentioned. Many countries 
have a law requiring that a certain part of the note issue 
and, sometimes, of the deposit liabilities of the central 
bank, must be covered by gold. The intention of this is 
to give statutory embodiment to a rule of discretion. 
But it may result in more gold being held in reserve than 
the rule of discretion itself would entail. 

The next task is to compare this absorption of gold 
with that which may obtain if the gold standard is 
abandoned. In these circumstances there is no obligation 
of the government or other authority to maintain the 
value of the currency at any prescribed level in terms 
of gold. None the less one must not suppose it wholly 
indifferent to the value of its currency. It may desire 
to guard against serious depreciation and against large 
fluctuations of its value in terms of other currencies. 
Fluctuations will arise if the foreign debits and credits 
of the country do not exactly balance. The same cause, 
which entails a drain upon the gold reserve in gold 
standard conditions, will set up a fluctuation in free 
conditions which the monetary authority may think 
undesirable. If the fluctuation is to be averted the 
authority must have some reserve which it can utilise 
to make up the gap in the balance of payments. 

Now if, whenever a fluctuation threatens, the country 
uses its reserve to avert it, it might be objected that we 
are really back again in gold standard conditions. Is it 
not the essence of the free system that fluctuations should 
be allowed? The objection is not a good one. A dis- 





—$—$. 


dard 
1 the 
dard 
nade 
pend 
this 
OSes 

But 
may, 
gold 
some 

and 
gold 


tries 
issue 
ntral 
lis is 
tion. 
than 


gold 
d is 
ition 
the 
erms 
olly 
esire 
arge 
cies. 
edits 
use, 
gold 
free 
hink 
the 
‘ilise 


ntry 
t we 
Is it 
ould 
dis- 





THE FUTURE OF GOLD 247 


tinction must be drawn between fluctuations due to 
transitory discrepancies in the balance of payments and 
persistent tendencies. No sensible person could wish 
there to be continual transitory fluctuations, which upset 
all calculations. In gold standard conditions transitory 
fluctuations in foreign exchange rates and _ persistent 
tendencies to rise or fall are alike ruled out. Under a 
free system it may be desirable to let persistent tendencies 
operate in raising or depressing the value of the currency ; 
it will assuredly be desirable to prevent transitory 
fluctuations from occurring. 

Transitory discrepancies occur for one of two reasons: 
(i) It may happen that, while the flow of recurrent 
payments is in even balance, when considered over a 
sufficiently long period, it is out of balance during a 
season or shorter period owing to crop movements or 
some such special reason. 

(ii) There may be a non-recurrent movement, such as 
a flight of funds or repatriation thereof, due to a general 
election at home or abroad, war alarm or lack or revival 
of confidence in a government. These transitory dis- 
crepancies may be contrasted with a persistent tendency, 
when recurrent payments considered over a sufficiently 
long period do not balance and are not expected to 
balance until some corrective is supplied. 


In the free system reserves are only intended to even 
out transitory discrepancies. The corrective to beapplied 
to persistent tendencies is a movement in the foreign 
exchange rates. But even in gold standard conditions, 
reserves are incapable of dealing with persistent tendencies. 
This is the crucial point. Gold reserves can be used to 
meet a finite drain only, not an unending one. A 
persistent adverse tendency can in gold standard con- 
ditions only be corrected by deflationary measures, 
a high bank rate, contraction of credit, etc. It follows 
that the requirements which a reserve is called upon to 
meet, ave as great under the free system as under the gold 
standard system. 

Nay more; the requirements under the free system 
may be greater. With a gold standard, there is a fixed 
par of exchange with other gold standard currencies, 
accompanied by some measure of confidence that this 
par, for the time being at least, will be maintained. 
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Consequently small movements of the exchange rate 
around the par, which are allowed, set up large speculative 
or quasi-speculative movements of funds to take a profit 
out of the reverse movement when it comes or to take 
advantage of the cheap rate in anticipation of expected 
requirements. These speculative transactions do much 
to fill the gap caused by transitory discrepancies and 
obviate a call upon reserves to fill the gap. With no 
par and no confident expectation concerning what the 
rate will be in future, small movements in it do not 
have a similar effect. The speculative transactions do 
not occur. Consequently there is likely to be a greater 
call upon reserves than in gold standard conditions. 

It is fair to add that the very modern tendency to 
maintain a gold standard, while limiting international 
movements to dealings between Exchange Accounts and 
prohibiting private transactions, has the same effect 
in enlarging the possible calls upon reserves as the 
abandonment of the gold standard. 

Reference may be made to the fact, noticed above, 
that there is often a legal provision in countries operating 
a gold standard that a certain part of its central banking 
liabilities must be backed by gold, and that this may 
lead to the holding of more gold than the probable calls 
upon reserves would themselves entail. It does not 
follow for this reason that gold standard countries are 
likely to absorb more gold in their reserves than free 
countries. For countries with free standards may equally 
well and for precisely the same reasons find it prudent 
to maintain such legal requirements as a safeguard 
against inflationary banking policy. Great Britain has 
in fact done so since 1931 (and has actually decreased 
the quantity of Bank notes which may be issued without 
gold backing). Other countries, which have recently 
abandoned the gold standard, have similarly maintained 
their legal gold requirements. 

A country operating a free system is at liberty to 
hold its additional reserves and, in principle, all its 
reserves in gold or in the currencies or sight or short- 
term liabilities of other countries. But so, of course, 
is a country operating a gold standard. It follows that 
those who desire to conserve the monetary use of gold 
and maintain its value, are wrong in regarding stabilisa- 
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tion and the re-adoption of the gold standard by leading 
countries as a necessary pre-requisite. 

Friends of gold make a great mistake when they press 
for stabilisation. They do ill to associate their cause, 
the maintenance of a high and fairly stable value of gold, 
for which there is much to be said, with another cause, 
quite distinct from it although apt to be confused with 
it in the popular mind, the gold standard. 

One may be a friend of goid for various reasons. In 
the first place there are the gold interests proper, analogous 
to the notorious silver interests who made such a clamour 
on behalf of silver in the generation following the death 
of the bi-metallist system. Then there are those, who, 
while not directly dependent on gold production, are 
concerned for the prosperity of regions of the world 
whose economy would be seriously ravaged by its cessa- 
tion. There are those who desire the maintenance of 
gold production as giving scope for the investment of 
capital in an age when the lack of such scope is in danger 
of producing recurrent depression; these may conceive 
of gold production as being, like any other form of digging 
holes in the ground, of not much utility in itself, but 
highly expedient in the interval in which the authorities 
have not yet awoken to the need for a sufficient volume 
of useful public works to prevent a chronic deficiency 
of purchasing power. But more important than all 
these are those who see in gold the most convenient 
form of reserve and fear that if gold were thoroughly 
discredited, no other satisfactory medium could be 
found to take its place for securing the smooth settlement 
of international indebtedness. Without such a medium, 
we might have to face an era of frequent and violent 
exchange instability, or, worse, an ever tightening control 
over foreign payments, involving a disastrous restriction 
of advantageous international interchange. 

These adherents argue thus. It is most desirable that 
a satisfactory medium for international payments should 
exist. No medium will serve, unless there is a fair 
measure of confidence in the future maintenance of its 
value. Whatever medium is proposed, its value will only 
be sustained if a sufficiently large number of those con- 
cerned actually use it for the purpose proposed. This 
can only be secured by a general return to the gold 
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standard. It has been the purpose of what precedes to 
show that the last step in this reasoning is false. 

The gold standard is one methcd—and not a certain 
one at that—for inducing countries to use gold for 
reserve purposes. There are other methods. It will be 
the purpose of what follows to argue that the gold 
standard is a most undesirable method, and then to 
consider what are the alternative conditions for bringing 
about the continued use of gold and whether that con- 
tinued use is desirable. 

What differentiates the general use of the gold 
standard from that of free standards, is that the exchange 
rates between different countries are rigidly stabilised. 
That is of the essence. And it is on that point that the 
gold standard must be condemned. 

I put the objections to a general restoration of the 
gold standard, involving rigidly fixed foreign exchange 
parities, under four heads. 

1. Short-pericd discrepancies. It was usual in the 
old days in the course of operating the gold standard 
to meet such short-pericd discrepancies, as were not 
covered by speculation in the foreign exchange market, 
by acting on short-term international indebtedness 
through variations in the Bank Rate and the market 
rate oi discount. This procedure may be highly damaging 
to the general economic interests of the country. There 
are, I believe, two views tending to crystallise about 
the most advantageous policy with regard to short- 
term money rates. One is that these should be carefully 
regulated with a view to damping down the trade cycle. 
The cther is that they should always be kept as low as 
possible, in order to keep the long-term rate as low as 
possible, on the ground that in well-developed countries 
a low long-term rate is necessary to prevent chronic 
depression due to over-saving. It is not relevant to 
consider the rival merits of these views. I believe that 
no sensible person now believes that it is in the country’s 
interest that the short-term rate should be made to 
fluctuate to deal with transitory exigencies in her foreign 
balance of payments. 

2. Persistent tendencies. There is no reason to 
suppose that in an orderly and regular economic develop- 
ment, the most satisfactory rates of exchange between 
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countries remain constant over a long pericd of time. 
The rate of interchange of goods between countries 
depending on mutual demand alters, efficiency and rates 
of wages change at varying speeds in different countries, 
the flow of international lending now swells and now 
declines; subsequently a rate of exchange which makes 
total payments balance at one point of time may entail 
a persistent adverse net balance some years later. If 
such a situation arises, there is only one remedy in gold 
standard conditions, namely a course of deflation, credit 
restriction, and, if possible, reduction of wage rates in 
the country with the adverse balance. Experience 
suggests that it is difficult to bring about such a con- 
traction without precipitating a major slump, and the 
country, if it is an important one, may in defending its 
gold standard, bring disaster not only upon itself but 
upon its neighbours. 

3. The Trade Cycle. Experts agree that the situation 
is not yet sufficiently well understood or under control, 
for us to be sure that slumps of major order of magnitude 
will not occur in future. In such an eventuality it is 
desirable that interest rates in all countries should be 
kept low. But aslump such as that recently experienced 
sets up large discrepancies in the balance of payments 
owing to the large changes in the relative prices of goods, 
the effects on foreign lending, on the profits accruing 
therefrom, on shipping receipts, etc. In gold standard 
conditions the countries with large adverse balances are 
bound to protect the standard by raising interest rates, 
despite the fact that it is contrary to world interests 
that this should be done at sucha juncture. Alternatively 
they may impose still more damaging tariffs, quotas and 
exchange restrict ons. A system of free exchanges may 
allow an automatic adjustment of balances without 
resort to any of these obnoxious expedients. 

Furthermore it is to be hoped that some countries 
at least will have the courage and initiative to take 
active internal measures to combat the slump by public 
works, etc. If a country is pledged to maintain a rigid 
exchange parity, it may find itself seriously hampered 
in the discharge of this most desirable policy. The 
authorities concerned with the maintenance of the 
standard may feel impelled, as a matter of honour, to 
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oppose or at least to advocate the delay of anti-slump 
measures likely to jeopardise it. If these measures are 
to be effective in preventing the vicious spiral of depres- 
sion gathering momentum, it is essential that they 
should be speedy. The conflict of aims involved in the 
maintenance of the gold standard may lead to a deadlock 
in which the precious opportunity of effective action 
is lost. 

4. Alleged advantages of gold standard not at present 
realisable. Whatever the merits of the alternative 
systems are from the long period point of view, the 
argument cannot tell much in favour of the re-adoption 
of the gold standard at present, since the realisation of 
the alleged advantages, which are mainly connected 
with the facilitation of international lending, can at 
best be achieved in a comparatively remote future. 
They cannot be achieved at present, since they require 
not merely a return to the stabilised exchanges but 
a confidence that the stabilisation will be maintained 
over a fairly long term of years. Such confidence cannot 
be achieved at present. Whatever the steps taken now 
and whatever the assurances given by the countries 
entering upon a stabilisation scheme, no one can be sure 
that it will endure for more than a short term. This 
country had every intention of maintaining the gold 
standard which it established in 1925; yet after six 
years it failed. A successful experiment lasting more 
than six years would be necessary to restore the old 
confidence in any régime as likely to be permanent. 
It may be argued that we made certain mistakes after 
1925, that the parity was ill-chosen and that we did 
not make sufficiently resolute attempts to bring our 
cost structure into conformity with it. Such retro- 
spective arguments are easy. It does not appear probable 
that we or other countries will be better able to hit 
upon a parity guaranteed to last in the near future 
nor that costs have become any more amenable to 
doctoring in the interests of monetary policy than they 
were betore. Moreover the ravages of the trade cycle 
are likely to upset all calculations. Again, international 
movements of funds on a great scale in response to 
political alarms are still proceeding and many think 
with good reason that they are too great for any country 
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to be sure that it can maintain a fixed par of exchange 
in the face of them. 

The case here set out may now be summarised under 
two heads : 

1. The gold standard, even if it could be worked 
according to normal rules, entails disturbances from time 
to time, in particular, changes in interest rates and 
deflationary measures, which are inimical to the internal 
economic well-being of countries. 

2. With the best will in the world we cannot be sure 
that it will be possible in present conditions to maintain 
a given gold standard by any means whatever over a 
long period. Without such assurance, it will not be 
possible to secure such benefits—and these are apt to 
be exaggerated—as flow from the maintenance of the 
standard. 

We shall proceed in the next article to the question 
of the wse of gold for reserve purposes and the possibility 
of maintaining its value and status in the absence of a 


gold standard. 


The Van Zeeland Keport 


HE Van Zeeland report had been so eagerly awaited 
T that it was almost unavoidable that its publica- 

tion should have been something of an anti- 
climax. To say this does not imply any belittlement of 
an extremely valuable document. It is more a criticism 
or a recognition of the present temper of the world. As 
M. van Zeeland himself must have recognised, he had 
an almost impossible task to perform, and he has done 
it very well. The real crux is whether Governments are 
in the mood to take up his constructive suggestions and 
use them as a basis for economic and political rapproche- 
ment, 

M. van Zeeland begins with a general condemnation 
of autarchy. Theoretically autarchy can be obtained, 
but only at a price which is not worth paying. It must 
mean a drastic curtailment of the standard of living, and 
if attempted by a thickly-populated country, must 
ultimately lead to a reduction in the population. This 
statement gives the key to the whole of his report. 
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International trade, he says in a later passage, is not an 
end in itself, but only a means to an end. The real 
objective is an improvement of the standard of life and 
the increase of the well-being of the population. This 
is the task, he implies, primarily of each Government by 
itself, but also of the different Governments in collabora- 
tion. 

M. van Zeeland continues with a constructive review 
of present obstacles to international trade and finance. 

On the economic side there are tariffs and quotas, 
Within reason tariffs in themselves need not be an 
intolerable obstacle to trade. It is all, he implies, a 
question of degree. This leads him to a valuable series 
of constructive proposals. First, Governments should 
agree not to raise existing tariffs or widen their range. 
Next efforts should be made to reduce those duties 
which are far above the general average of the scale 
of duties contained in each tariff. Any impediments 
to the exportation of raw materials should at once be 
suppressed. Finally he commends the conclusion of 
bilateral trade agreements embodying the most-favoured- 
nation principle. Here, however, he makes two im- 
portant qualifications. First, nations which indulge in 
inadmissible discrimination, or who do not participate 
in a general effort to reduce trade barriers, should not 
receive the benefit of the most-favoured-nation clause. 
Next, the clause should not be made to operate in such 
a way as to prevent the formation of low tariff groups 
of nations. 

Quotas on industrial imports are unhesitatingly con- 
demned. He is not quite so opposed to agricultural 
quotas, particularly when applied to perishable or 
seasonal commodities, but he urges that the tendency 
should be in the direction of their mitigation and 
suppression. 

Financial obstacles to international trade, M. van 
Zeeland regards as much more serious. First there is 
the problem of currency instability with its consequential 
problem of hot money. M. van Zeeland realises that 
an early return to the gold standard is out of the question, 
but he argues in favour of a revision and extension of 
the Tripartite Agreement. The parties interested would 
agree to define the reciprocal parities of their currencies 
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and would pledge themselves to keep any eventual 
valuations within narrow limits. Such an undertaking 
should extend over a period long enough to free current 
commercial operations from any monetary risks. M. van 
Zeeland argues that most currencies have already 
attained a fair degree of equilibrium with each other, 
and so the problem has already lost much of its difficulty. 

Here current events in France suggest that M. van 
Zeeland may have been a trifle optimistic. The franc 
has by no means reached equilibrium, either at home 
or abroad, and there is no prospect of its doing so, at 
least in the near future. Then the Tripartite Agreement 
itself has to some extent been thrown into the melting- 
pot, and its rehabilitation and extension may not be 
quite so easy as M. van Zeeland suggests. 

Still, France is not the chief country which M. van 
Zeeland has in mind. The next passages of his report 
show that he is really thinking of Germany. For, after 
a reference to the need for freeing international capital 
movements—a point which evoked a quick response 
from the British Government—M. van Zeeland proceeds 
to discuss exchange restrictions and clearings, together 
with the problem of blocked balances and outstanding 
debts. He writes in general terms, but it is clear that 
Germany lies at the back of his mind. 

He begins by urging the abolition of all exchange 
controls and clearings. The first and most urgent step 
is the abolition of all restrictions on payments for mer- 
chandise. Another step, which must precede the 
abolition of exchange restrictions, is described by him 
as “ the liquidation of the past.’”’ External debts must 
be adjusted as regards interest and amortisation in such 
a way as to allow for modifications which may have 
arisen in the respective situations of debtor and creditor. 
Clearing arrears must equally be settled. Old arrears 
should be funded, by means of bonds issued and payable 
in the creditor’s currency. Current arrears should be 
merged with new commercial debts. Once the past had 
been liquidated, the countries which have been freed 
from exchange restrictions should receive new credits 
to carry them over the period of readjustment. These 
credits should take the form of inter-central bank credits, 
arranged through the Bank for International Settlements. 
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The B.I.S. should also control a common fund, established 
through the co-operation of the various Governments 
for the purpose of financing legitimate trade during the 
period of readjustment. 

These suggestions raise many new considerations, 
most of which are discussed in general terms in the 
concluding sections of M. van Zeeland’s report. Raw 
materials, Colonies, systems of Preference, demographic 
problems, and last but not least rearmament and inter- 
national politics raise a host of doubts. M. van Zeeland 
ends by suggesting an early meeting of representatives 
of the chief economic Powers, at least of France, the 
United Kingdom, the United States, Germany and Italy. 
The objects of the meeting, he says, would be to take 
soundings and to prepare the ground. The agenda would 
contain four or five questions drawn up in some such 
terms as the following :— 

1. Are you agreed to take part in an attempt at inter- 
national economic collaboration ? 


2. Do you, with this object in view, accept as a basis 
for discussion the main lines of the present Report? 


3. What are the points in this Report, if any, which 
you would wish to see either omitted or emphasised? 


4. What points not mentioned in this Report do you 
think it desirable to include within the scope of the 
attempt to be undertaken ? 

The answers given in the course of this preliminary 
and informatory stage would clearly determine the future 
course of the whole undertaking. 

If the answers were constructive and helpful, the 
world could then pass to a second stage. This stage 
would be entrusted to a bureau which would proceed as 
rapidly as possible to classify these answers. It would 
analyse their contents, extract from them such sugges- 
tions as seemed reasonable, and draw up a programme 
of constructive action based on the present Report. 

This would lead on to the third and final stage 
of the undertaking. It would be necessary to ensure 
through diplomatic channels that there was an agreement 
of principle among the interested parties on the main 
lines of the programme drawn up. If a sufficient number 
of States, including the great economic Powers, took up 
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a favourable attitude, the bureau referred to above 
would be instructed to draw up texts for signature. 

The real questions are whether this is a practicable 
method of procedure, and one which would lead to 
definite results. Much depends upon the attitude of 
Germany, who all said and done is one of the world’s 
chief industrial and commercial nations. Will she or 
can she divest herself of exchange restrictions and 
clearings, and instead seek equilibrium with the outside 
world by means of a devaluation of the mark, possibly 
of the order of 25 per cent. Can she do this without 
abandoning all her plans for rearmament, public works 
and self-sufficiency, together with the methods of finance 
which they entail? Is she ready to give up the political 
advantages derived from her clearing agreements with 
Central and South-East Europe, and can she prevent, 
under a régime of free exchange, a disastrous flight of 
capital inspired by political rather than by economic 
motives? If she could do all this, then devaluation 
might easily inaugurate a new era of internal prosperity. 

Conversely, how far is the outside world prepared 
to grant fresh credits either to Germany or to Italy? 
What guarantees are there that such credits will not be 
used in financing rearmament? M. van Zeeland sees 
this difficulty and alludes to it in his report. He admits 
that guarantees of a political character would have to 
be given to the leading nations. He does not attempt 
to say what guarantees, if any, would be regarded as 
completely satisfactory. 

So here is the real crux of his report, and these are 
the real reasons why it has not inspired over-much hope. 
Too much depends upon whether Germany is prepared 
to make the fundamental changes implied in M. van 
Zeeland’s report, and on what response other countries 
feel that they can safely make. In other words, M. van 
Zeeland has not only shown the world the way out of 
Its economic troubles, but has also emphasised the 
present deadlock between international economics and 
politics, 











THE BANKER 


Advice to Customers on 
Investments 


By a Correspondent 
D: bankers incur liability when they obtain advice 





regarding investments on behali of their cus- 

tomers, and, if they do, is this liability dependent 
upon whether or not the business is undertaken by the 
banker through his broker for reward as a share in 
broker’s commission ? 

The question recognises that bankers obiain advice; 
they do not offer advice in the ordinary way, a nice 
distinction that owes its origin to a discreet disclaimer 
that to advise regarding investments is within the 
province of a deposit banker in this country, but possibly 
also to a still extant belief that responsibility is by this 
means avoided as well as unsought. 

If we turn back a few pages in banking history we 
find that in the last century country bankers were 
required by their customers to undertake investment 
business of every description. Of late years this function 
has been confined almost exclusively to Stock Exchange 
dealings, with ample signs that such business has grown 
since the beginning of the century. Still, banks act 
exclusively as intermediaries in such matters. They 
purvey the advice of their selected brokers upon invest- 
ments and assume responsibility to these brokers for 
the fulfilment of the customer’s side of the contract. 
For this and for much clerical work and service they 
earn their reward. 

Yet it is asked, do they escape all legal responsibility 
to their customers for advice given? Were the question 
subjected to a complete test might it not be held that 
the receipt of half-commission does import some measure 
of liability for brokers’ advice ? 

Certain authorities have held that investment business 
exposes a bank to such a liability; Sir John Paget is 
one. Happily, however, owing to the care which is exer- 
cised in such matters, which includes the elementary 
safeguard of employing only brokers of first-class stand- 
ing, this question in its broader issues has not been 
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subjected so far to a crucial test as affecting bankers. In 
De la Bere v. Pearson, Ltd., the defendants, proprietors 
of a newspaper, advertised offering to give advice to 
investors. As cited in “ Indermaur’s Common Law,” * 
“the plaintiff asked for advice and for the name of a 
good stockbroker. The defendants recommended an 
outside broker who, as the defendants might have found 
out by making reasonable inquiry, was an undischarged 
bankrupt. The plaintiff, relying on the recommendation, 
sent money to the outside broker, who misappropriated 
it. It was held (i) that there was a contract for good 
consideration, since the questions and answers relating 
to investments might, if the defendant chose, be pub- 
lished and the publication might increase the sale of the 
paper; (ii) that it was a term of the contract that the 
defendants should use reasonable care in recommending 
a stockbroker and that the defendants had committed a 
breach of contract; (iii) that the defendants were re- 
sponsible for loss caused to the plaintiff although it was 
occasioned by the intervening act of a third person.” 
The above case may appear irrelevant on the grounds 
that banks do not offer investment advice. Hence many 
bankers, though probably admitting a moral respon- 
sibility, might consider themselves entitled to repudiate a 
legal liability, since it is not part of their duty to advise. 
It is doubtful, however, whether this plea would satisfy 
a court of law even in a case in which advice is given 
without reward. Paget has drawn attention to a ten- 
dency in law to enlarge the sphere of duty, breach of 
which may preclude a man from asserting his strict legal 
rights. Indeed, failure to fulfil a moral duty has been 
recognised as having this effect. In McKenzie v. British 
Linen Co. (6 A.C. p. 82) and Ogilvie v. West Australian 
Mortgage and Agency Corporation, Ltd., 1896 (A.C. p. 257) 
the bankers’ or customers’ duties were purely moral 
obligations, yet the House of Lords attached to the 
breach of them the same consequences as if they had 
been strictly legal. ‘‘ The rules of fair dealing between 
man and man are capable of imposing a duty from a 
customer to his banker.” 
AER ee Ee eT 


* A. M. Wilshere. ‘‘ Indermaur’s Common Law,” 4th Edition 
1937, p. 263. 
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In the case of Skelton v. London and North Western 
Railway, Willes J. is thus quoted by Sir William Anson 
(Law of Contract, p. 113): “ If a person undertakes to 
perform a voluntary act, he is liable if he performs it 
improperly, but not if he neglects to perform it.” 

Further light is thrown on the matter by the case of 
Banbury v. Bank of Montreal, 1918 (A.C., p. 626), by 
the reversal of the decision given in the Court of Appeal 
and by the legal discussions which followed it. Here 
the plaintiff in 1911 went to Canada for a holiday and 
stayed with the General Manager of the defendant bank. 
The latter provided him with a letter of introduction to 
its Branch Managers which requested them to offer 
assistance or advice upon his application. In Ig912 he 
went out again to Canada looking for an investment and, 
acting upon the oral advice of a Branch Manager to 
whom he presented the letter of introduction, he in- 
vested £25,000 upon mortgage of a Canadian Company 
which was a customer of, and debtor to, the bank. The 
advice, which was found to be honestly given, included 
oral representation as to the credit of the Company. 
Later the Company defaulted and an action was filed 
by the plaintiff claiming damages for negligence and 
breach of duty. Although it was admitted that the 
Branch Manager had had no general authority to advise 
on investments, judgment was given for the plaintiff. 
Subsequently the Court of Appeal held that there was 
no evidence upon which the jury could reasonably find 
that the Branch Manager had authority to advise the 
plaintiff, nor that the bank owed any duty to the 
plaintiff to advise him carefully or at all, and that in 
the circumstances it was open to the Court of Appeal 
to order a judgment in favour of the Defendant bank. 
Up to then, as Hart remarks (‘‘ Law of Banking,” 
p. 669), the legal conception was not in doubt that 
“it is no part of the ordinary business of a banker to 
give advice to customers as to investments generally.” 

The House of Lords in confirming the decision of the 
Court of Appeal in 1920 introduced the principle that 
where a banker acts gratuitously he is bound to exercise 
on behalf of his customers such skill as he possesses and 
such care and diligence as he is in the habit of exercising 
in regard to his own affairs; but he is not liable for 
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mere want of skill, except in so far as he holds himself 
out as possessing it, or as a person in his situation may 
reasonably be expected to possess it (A.C., pp. 657, 686, 
689/90). 

ofp) fact that the plaintiff in this case was not a 
customer is thus irrelevant. A fortiori what was laid down 
in reference to responsibility must apply with at least as 
much force in the case of banker and customer. Also its 
application is effective regardless of the question whether 
or not a bank is, or is held to be, acting for a reward. 

Yet there can be little doubt upon the point as to 
whether advice regarding investments is within the scope 
of banking business in the eyes of the law. If this is 
admitted, the position is apparently similar to that which 
obtains when a banker gives information to a customer or 
a third person as to the credit or financial position of an 
individual ; he is not liable to the person to whom it was 
given for loss . . . unless representation was in writing 
and signed by the banker himself—the signature of the 
bank manager not being for this purpose that of his bank*. 
Such was the ruling in Lord Tenterden’s Act (9 Geo. IV. 
c.14). The case of Banbury v. Bank of Montreal does not 
turn upon this point, for the Act applies only to false and 
not to innocent representation. Such was the view of the 
Court of Appeal in the Banbury case, and it was affirmed 
by the House of Lords. In this case, the opinion of the 
judges differed as to whether a General Manager might 
have authority, and not a Branch Manager, and since, 
as we have seen, advice was given gratuitously, there was 
no definite ruling upon the question as to whether it is 
part of a banker’s duty to advise his customers regarding 
investments, 

The importance of admitting duty is that if we put fraud 
out of the question, the only ground of liability upon which 
a case can be founded against a bank is that of negligence, 
and negligence cannot be imputed without duty. According 
to Paget (“‘ The Law of Banking’’ London, 1930, p. 70), 
the banker’s risk is an action for negligence in 
“making the representation, not on the representation 
itself,” and the element of reward is important by 


* We must observe that where Lord Tenterden’s Act does apply 
there is a distinction recognised between written and oral representation. 
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implication. In the view of this authority ‘“ should the 
question arise again, it seems probable that evidence would 
be forthcoming that advising on investment was the 
common practice of bankers and if it were shown that 
some of them participate in a broker’s commission, a 
Court would very likely find it to be a part of banking 
business.” 

Can there be any doubt but that a similar view would 
be taken at the present day? A recent debate in the 
House of Commons on the subject of Bucket Shops led toa 
broadcast talk from the B.B.C. in which a speaker 
exhorted listeners who were considering investments 
recommended in circulars received through the post to 
consult their bankers before risking their money. In the 
popular view the banker is clearly regarded professionally 
as “‘ guide, philosopher and friend” of the investing 
public, irrespective of whether he covets or repudiates this 
distinction. 

If then a banker owes his customer a legal duty in this 
respect, the risk he incurs is that of a charge of negligence. 
This may be made against him if by some act or omission he 
has made a breach of that duty, and if damage results to 
the person to whom the duty is owed. 

The question then arises as to whether negligence on 
the part of an officer of the bank would constructively be 
negligence on the part of the bank itself. Once it is 
established that advising is within a banker’s scope, it 
would appear that managers and officials entrusted with 
business connected with investments, if guilty of negligent 
advice in the course of their duties, would render their 
bank liable. In ‘‘Salmond’s Law on Torts” (1936), p.9§5, it 
is stated that “if the unauthorized and wrongful act of the 
servant is not so connected with the authorized act as to 
be a mode of doing it, but is an independent act, the master 
is not responsible, for in such a case the servant is not 
acting in the course of employment.’’ This should serve 
as a defence by a bank alleged to be responsible for the 
advice of a clerk unconnected with its Stock Office or not 
concerned with a customer’s securities in the course of his 
duties, if he gave disastrous advice in his private capacity. 

What then would constitute negligence in such 
matters? Paget’s distinction between making a reprfe- 
sentation and the representation itself would suggest 
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that a liability might be incurred through carelessly 
proferring advice regarding a stock on the strength either 
of mere hearsay or of out-of-date or obsolete information. 
On the other hand, evidence which should normally be 
forthcoming that the advice had been obtained at the 
time from a stockbroker of standing would no doubt be 
regarded as a sufficient defence. 

Generally it would seem that if negligent advice is 
given by an authorised person independent of a broker, 
liability is imported, but if the advice given by a broker 
and passed on by a bank is held to be negligent, the 
banker’s liability is open to doubt. Negligence in this 
connection may be taken to be the giving of advice without 
using due care and without exhausting reasonable means 
of obtaining reliable information from proper sources. 

The conclusions of this study may be summed up 
conveniently in the form of a chart, and if the writer’s 
deductions are correct, this chart may provide some 
guidance as to the banker’s legal position in a matter that 
certainly deserves careful attention. 


ADVICE ON INVESTMENTS. LIABILITY OF BANK. 


Broker’s Given by Given by 
Advice. Authorised | Unauthorised Bank 
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The Hoarding of Gold Coins 


By Paul Einzig 


VER since the beginning of September there has 
E been a persistent demand for gold coins for 

hoarding purposes. This demand has recently 
become accentuated, and at the time of writing buyers 
in the London market are prepared to pay a premium 
of about 4 per cent. over the bullion value of the coins, 
By the time the coins reach the actual retail hoarders 
on the continent, the premium is probably 5 per cent. 
or more. Hoarders are thus prepared to pay Is. in the 
pound for their preference for holding coins instead of 
bar gold. In many instances they have virtually no 
choice, since their limited means do not permit the 
purchase of bars. This is doubtless one of the reasons 
why there is such a demand for gold coins to meet the 
requirements of small hoarders. In many instances, 
however, even people who could well afford to buy gold 
in the form of bars prefer to buy coins. There are many 
reasons, sentimental and practical, for this preference. 
There is something fascinating about a handful of sove- 
reigns. The possession of a lump of gold of corresponding 
value does not evoke the same idea of glamour. For the 
layman, it is easier to check the value of coins than of bar 
gold, and for this reason coins will always be more easily 
marketable. It is easier to divide a bag of sovereigns 
than a bar of gold. Coins are also easier to hide or 
to transport inconspicuously. 

These and many other reasons would not in themselves 
explain the abnormal premium on coins, but for the 
comparative scarcity of supply. A large part of the 
stocks were melted down during the period of dishoarding 
in 1936-37. It is necessary to offer a big premium to 
induce private holders to part with their coins. The 
premium would have risen to a much higher figure but 
for the fact that a number of official holders were prepared 
to convert their coins into bars. 

This brings us to the question of the attitude of 
Central Banks towards the hoarding of gold coins. 
As is well known, a strong tendency developed among 
the monetary authorities during and after the war to 
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denounce the hoarding of gold coins as being contrary 
to public interest. Owing to the official desire to accu- 
mulate gold from private holdings, and to the comparative 
scarcity of the world’s gold supplies during the pre-1931 
period, the surrender of gold coins was made a matter 
of civic virtue. The concentration of the gold stocks 
in the hands of the monetary authorities was declared 
to be the supreme goal to be achieved. Economists 
denounced the practice of holding gold coins as a survival 
from primitive ages. 

During the period that followed the suspension of the 
gold standard, in Great Britain, many millions of gold 
coins were dishoarded by holders in Great Britain, India 
and other countries, only to be acquired by continental 
hoarders. The latter, in addition to re-absorbing the 
dishoarded gold coins, also drew large amounts from their 
monetary authorities, in so far as this was possible. 
In the majority of instances, however, the Central Banks 
of countries which remained on the gold standard after 
1931 made it a rule to pay out bar gold only, in order 
to make retail hoarding more difficult. 

During the spring of 1936, an attempt was made to 
discourage the hoarding of coins by continental countries. 
To that end the Bank of England requested the London 
banks and bullion brokers not to transact business in 
coins above their bullion value and not to sell coins for 
hoarding purposes. The object of this measure was to 
assist France by making the retail hoarding of gold more 
difficult for Frenchmen of modest means. This unofficial 
embargo effectively killed the London market in coins, 
but the traffic continued in Amsterdam and other markets 
where similar embargoes were not enforced. 

Immediately after the devaluation of the franc, there 
was a burst of dishoarding of gold coins by Frenchmen 
desirous of taking their profit and repatriating their 
holdings. Practically all the coins that thus came to 
the market were bought at their bullion value for the 
purpose of melting down. The same was true concerning 
the millions of gold coins that were dishoarded during 
the gold scare in 1937. While most small holders kept 
their coins, most large holders threw them on the market 
mM a panic. 

By that time there were indications of a change in the 
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official attitude towards the hoarding of gold coins, 
It had become fashionable to talk about the superabund- 
ance of gold, and the encouragement of the use of gold 
coins by the public was suggested as one of the possible 
remedies. The unofficial embargo on the sale of coins 
at a premium and for hoarding purposes was removed 
in London. At that time this measure was, of course, 
of no practical significance, and therefore hardly anybody 
took any notice of the change. It was of no immediate 
importance that dealers were allowed to buy and sell 
gold coins at a premium, since at that time gold coins 
were changing hands at a discount equivalent to the 
melting cost. It was equally useless to authorise dealers 
to sell gold to hoarders, since no private buyers were 
to be found. It was not until September, 1937, that the 
removal of the unofficial limitation imposed on dealings 
in coins assumed practical significance. By that time 
the gold scare had given way to a growing flight to gold, 
and the flight largely assumed the form of a strong 
demand for gold coins. 

The authorities regarded with mixed feelings the 
revival of gold hoarding in general and of the hoarding 
of gold coins in particular. They welcomed it, since it 
tended to relieve them of an unwanted surplus which 
they would otherwise have had to carry. At the same 
time the idea of the accumulation of large privately-owned 
gold stocks was regarded with disfavour by some of the 
Central Banks, on the grounds that once this gold-hoarding 
assumed abnormal dimensions the possibility of another 
gold scare would become stronger. This view was not 
shared by Dr. Trip, President of the Netherlands Bank, 
who during the gold scare had been foremost among 
those who advocated the encouragement of hoarding 
as a means of disposing of the unwanted gold surplus. 
Accordingly the Netherlands Bank did its best to en- 
courage the re-hoarding movement. From the very 
outset it was prepared to supply the market with coins 
against delivery of bar gold. Conceivably the handsome 
profit on the transaction may have been partly responsible 
for the policy adopted by the Dutch monetary authorities. 
Their example was followed by a number of other conti 
nental Central Banks, such as the Swiss National Bank, 
the Bank of Portugal and the National Bank of Belgium. 
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The British monetary authorities did not share the 
favourable attitude of the various continental Central 
Banks towards the re-hoarding of gold coins. Although 
the unofficial embargo had been removed, both the Bank 
of England and the Royal Mint scrupulously refrained 
from satisfying the demand for sovereigns. Notwith- 
standing the attitude of the British authorities, the 
monetary authorities of most countries were inclined to 
support the Dutch view, and readily satisfied the hoarding 
demand that could not otherwise have been satisfied 
out of private holdings. Even the Canadian authorities 
were induced by the high premium to send over large 
consignments of gold coins. 

It would be easy to marshal a number of arguments 
both for and against the British attitude. Given the fact, 
however, that the British opposition to the encouragement 
of re-hoarding coins proved to be insufficient to prevent 
other monetary authorities from supplying the market, 
it may well be asked what useful purpose it could serve 
for the British authorities to continue to refrain from 
selling sovereigns at a profit. The stocks of gold coins 
held by various Central Banks and Treasuries are still 
considerable, so that even in the absence of selling on 
the part of the British authorities the market is likely 
to remain well supplied from official quarters for some 
time to come. Moreover, some of the Mints, at any rate, 
are working overtime to produce the much-sought-after 
gold coins. This being the case, it is difficult to see any 
valid reason for the refusal of the British authorities to 
take a hand in this traffic. Apart altogether from the 
profit which might in the long run amount to a by no 
means inconsiderable figure, it would be worth while to 
unload sovereigns, even if this would materially reduce 
the premium on coins or make it disappear altogether. 
To a very large degree, sovereigns would take the place 
of the pound notes hoarded on the continent. A dis- 
hoarding of pound notes would in turn reverse the ex- 
pansionary tendency of the note circulation, and would 
materially increase the note reserve in the banking 
department of the Bank of England. This would have 
the advantage of providing a psychological stimulus to 
cheap money, in accordance with the Government’s 
policy. In so far as the coins would take the place of 

z 
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pound notes hoarded abroad, sterling would remaip 
unaffected by the issue of sovereigns. In so far as the 
total amount of sovereigns sold abroad would be more 
than the total amount of pound notes, thus realised from 
continental hoarding, the result would be a buying 
pressure on sterling. To counteract this, the Exchange 
Equalisation Account would have to buy bar gold, thus 
replacing the gold lost through the sale of sovereigns, 
It would therefore be in a position to absorb newly. 
produced gold without having to increase the amount of 
the Treasury bill issue. From this point of view alone 
the sale of sovereigns by the British authorities would be 
well worth undertaking. 





Central Banking Developments in 
the Dominion of New Zealand 


By Donald Cowie 
I 


NTIL 1934 the functions of banking in New Zealand 
| were the sole prerogative of six private institutions, 

the Bank of New Zealand, the Union Bank of 
Australia, the Bank of New South Wales, the Bank of 
Australasia, the National Bank of New Zealand and the 
Commercial Bank of Australia. The Dominion Govern- 
ment was a large shareholder in the Bank of New Zealand, 
and appointed four of the six directors, but did not 
dictate policy. The Banking Act of 1908 and Part II 
of the Bills of Exchange Act, 1908, consolidated the law 
relating to banking in the Dominion, but within the 
framework of this purely technical legislation the banks 
were free agents. The functions of note-issue, regulation 
of currency exchange, buying and selling of coin and 
bullion were undertaken by these trading banks, which 
earned substantial but not excessive profits, built up 
strong reserves and never lost the confidence of the 
business community. 

So satisfactory was the system, indeed, that successive 
New Zealand Governments after the War hesitated to 
follow the example of other British countries, and adopt 
officially the gold or gold exchange standards in con- 
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junction with the establishment of a central bank. The 
New Zealand pound was unofficially tied to sterling after 
the War, but until 1934 the wartime emergency regula- 
tions declaring notes legal tender were the only sanctions 
for the national monetary system. It was a matter of 
pure chance that the Government was enabled in 1930 
to invite Sir Otto Niemeyer, then advising Australia on 
matters of public finance, to visit New Zealand at the 
conclusion of his stay in the Commonwealth, and make 
an expert report on the situation. 

Sir Otto Niemeyer put forward three main recom- 
mendations. He advised that the sterling exchange 
standard be adopted officially. He suggested that a 
Central Reserve Bank be established, primarily to manage 
such a standard, but also to control the note issue, hold 
the reserve balances of the trading banks, carry the 
Government account and provide the machinery necessary 
for the development of an essential money market. He 
strongly recommended, however, that the Bank should 
be entirely free from both the actual fact and the fear of 
political influence, and that it should be constituted as 
a private corporation, with private capital and an inde- 
pendent board of directors. 

Even then the New Zealand Government was slow 
to act. The depression brought other, more pressing 
problems, and a bill to establish a central bank, submitted 
to Parliament in 1932, was hastily withdrawn. In the 
following year, however, a resolution of the World 
Economic Conference urged all countries that had not 
central banks to establish them without delay, as a 
means of promoting closer international monetary co- 
operation. Moreover, the British Dominions agreed to 
follow a common monetary policy. Therefore at the end 
of 1933 a new bill providing for a Reserve Bank was 
passed by the New Zealand Parliament. 


II 


The Reserve Bank Act embodied most of the recom- 
mendations of the Niemeyer Report, with one important 
exception. The Bank was constituted “‘ with the primary 
object of exercising control, within defined limits, over 
monetary circulation and credit in the Dominion.”’ The 
original share capital was £500,000, consisting of 100,000 
zZ2 
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publicly subscribed shares of £5, bearing a cumulative 
dividend of 5 per cent.* 

The Parliamentary debates on the bill revealed a 
surprisingly strong body of opinion in favour of State 
control of the institution. Although the Government of 
the day was a Liberal-Conservative coalition, the tradition 
that had already provided this Dominion with State- 
controlled railways, life and fire insurance offices, primary 
produce marketing departments and a national coal 
mine, inspired legislators to demand that the Government 
should contribute the Reserve Bank’s initial reserve fund 
of £1,000,000, and should appoint three of the seven 
directors. Actually the first Governor, Deputy-Governor 
and the four shareholders’ directors were also appointed 
by the State, on the grounds that the Bank should be 
organised and established without delay. The Bank was 
opened for business on August I, 1934. 

Almost at once several radical changes were effected 
in national banking and monetary organisation. The 
considerable gold reserves of the trading banks were 
taken over by the Reserve Bank at the ruling mint price, 
and the Government made a substantial profit from the 
sale of a part of these reserves at the current market 
price. The right of note issue was transferred to the new 
institution and the first Reserve Bank notes made their 
appearance. Large Government deposits were removed 
from the Bank of New Zealand to the new Bank, and 
compulsory deposits were received from the trading 
banks, representing a minimum of three per cent. of their 
time liabilities, and seven per cent. of their demand 
liabilities. The exchange rate on London had been 
raised the previous year, and by August, 1934, the 
Government held {20,000,000 sterling overseas, covered 
by Treasury bills held by the trading banks in the 
Dominion. On the establishment of the Reserve Bank 
the Government’s London fund was handed over to the 
new office, and credited to the Government’s account 
with the Bank in New Zealand, where it was utilised to 
meet the treasury bills held by the trading banks. Apart 
from these broad structural changes in the banking and 
monetary system, the inauguration of the Reserve Bank 











* All figures quoted in New Zealand currency. 
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had little effect upon the commercial community, and 
during the first two years of its existence the new in- 
stitution operated essentially as a reserve rather than as 
a central bank. 


III 


In November, 1935, the Dominion elected to office its 
first Labour Government. The votes of monetary 
reformers of all creeds, but particularly of the Social 
Credit persuasion, had contributed to this victory, and 
the Labour Party itself had made nationalisation of the 
Dominion’s banking structure a prominent plank in its 
platform. When one of the principals of the Party was 
asked before the elections what Labour would do if they 
found they had not the money to finance their experi- 
ments, he replied, “‘ We will create it: manufacture it.”’ 
So one of the first major items of legislation introduced 
by the new Government was a bill giving them absolute 
control of the Reserve Bank “in the interests of the 
promotion and maintenance of the Economic and Social 
welfare of New Zealand.” All share capital was cancelled, 
the private shareholders were paid off, and every clause 
in the Bank’s charter that restrained the Government of 
the day from over-drawing the public accounts was 
removed or emasculated. The directors of the Bank 
were re-appointed as Government nominees, and were 
placed in such a position that they could be removed 
from office at the ministerial pleasure. 

The Reserve Bank Amendment Act had a particularly 
quick passage through Parliament, and came into force 
on April 1, 1936. The general function of the Bank was 
defined as follows in section Io (i) of the Act: 

It shall be the general function of the Reserve Bank, within the 
limits of its powers, to give effect as far as may be to the monetary 
policy of the Government as communicated to it from time to time 
by the Minister of Finance . . . the Bank shall regulate and control 
credit and currency in New Zealand, the transfer of moneys to and 
from New Zealand, and the disposal of moneys that are derived from 


the sale of any New Zealand products and for the time being are held 
overseas. 


Private shareholders had the option of receiving 
the price ruling on the date of the election of the Labour 
Government for their shares, namely £6 5s., which was 
8s. above the market price when the bill was passed, 





272 THE BANKER 


or exchanging their shares for bonds bearing four per 
cent. interest and maturing in ten years. “The new 
management of the Bank was entrusted to a Board of 
Directors, consisting of the Governor and the Deputy- 
Governor and seven ordinary members, three appointed 
by the State and four who were originally appointed by 
the shareholders. All seven members held office under 
the Government, and provision was made for the 
retirement of one or two of the existing ordinary members 
each year. The Secretary to the Treasury became an 
ex officio member with voting power. 

Moreover, the Government became solely responsible 
for the re-appointment or otherwise of the Governor and 
the Deputy-Governor on the expiry of their terms of 
office. Since 1936, it may be noted, certain ordinary 
members of the directorate have retired and have been 
replaced by Government nominees. 

As regards the Bank’s new function, it may now 
underwrite Government loans, and may erant accommo- 
dation to the Treasury to the extent of the entire anti- 
cipated revenue for the year, instead of only 50 per cent. 
of the revenue, as was formerly the case. The Bank 
may now vary the deposits w hich the trading banks are 
required to keep with it; and in their monthly returns 
the trading banks must give details of unused overdraft 
facilities (a provision which, as has been pointed out by 
Mr. F. W. Benton in an article in “‘ The British Australian 
and New Zealander ’”’, July 23, 1936, is probably a new 
departure in central banking law). 

These changes mean, quite simply, that the re- 
constituted Central Reserve Bank of New Zealand will 
henceforth be the servant of the Government of that 
Dominion, while the private trading banks, subject 
to the new controls, will henceforth be the servants of 
the Reserve Bank. 

Furthermore it is expressly provided in the amending 
Act not only that the Bank may discount bills, but also 
that it may grant overdraft accommodation to the 
Government. These provisions are obviously intended to 
implement the Labour policy of making money available 
for public works, housing and similar enterprises, and 
for the scheme to pay a guaranteed price for all dairy 
produce. Thus the Government has drawn freely on the 
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Bank since August, 1936, and has been able to institute 
works and to establish the guaranteed price scheme 
without any financial difficulty. Under the dairy scheme 
the Bank makes advances against dairy produce exported, 
which have so far been as follows : 

These advances, beginning when the season opened in August 
(1936), increased as shipments expanded and reached a maximum of 
{6-7 millions in March, 1937. Since then they have declined as 
shipments have decreased, and at the end of June stood at £4-7 
millions. These advances are repaid as the produce is sold overseas, 
and they may be expected to fall further as the season ends and 
shipments afloat and stocks overseas decline.* 


It should be noted that the guaranteed price scheme 
is not a revolutionary departure, and merely involves 
the transfer to a Government Department and to the 
Central Reserve Bank of functions that were previously 
undertaken by private agents and the trading banks, 
but it may be as well to record the view of the trading 
banks themselves, admirably summarised by Sir George 
Elliot, Chairman of Directors of the Bank of New 
Zealand, at the 1936 annual meeting : 

The effect would be that the banks would be entirely deprived of 
the normal means of replenishment of their London funds, and would 
have to purchase all their exchange requirements from the Reserve 
Bank. He felt he need hardly say that the Government’s proposals 
in this direction would seriously affect an important branch of the 


trading banks’ business—a business that they had developed and 
carried on since the earliest days of banking in New Zealand. 


Generally speaking the Reserve Bank has been 
transformed into a political machine, or into a more 
eficient means of distributing credit, according to 
opinion. As Professor Tocker has pointed out, the 
Labour Government’s policy with regard to the utilisation 
of the enhanced powers of the Bank has failed to date 


e 


to show any significant departure from what has 
always been regarded as orthodox and sound monetary 
practice.” It must be added that since the Labour 
Government assumed supreme control of the New Zealand 
financial system, export prices, so important toa country 
that obtains the bulk of its income from the sale of 
produce overseas, have steadily risen, and there has 


* Article by Professor A. H. Tocker in ‘“‘ The New Zealand Financial 
Times,’ August, 1937. 
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been no necessity to make unorthodox use of the new 
machinery. Still the fact remains that the Reserve 
Bank of New Zealand, from being a financial bulwark, 
has been transformed into a potentially dangerous 
weapon for monetary experiment or fiscal irresponsibility. 


Life Assurance in 1937 


By F. G. Culmer 


NCE again there has been considerable activity 
() on the insurance front. Last year witnessed 

another record in the volume of new ordinary 
life assurance business, the total being {£242,050,531, 
and this has brought the net sums assured within the 
last five years to £1,087,375,958. The post-war increase 
in life assurance has been most spectacular. The new 
sums assured rose from {73,335,620 in Ig1g to 
£131,454,363. Since then, the nine figure record has 
been well maintained. In 1934 the figure for the first 
time reached {£200,000,000, and it has continued to 
increase each year since. During the past ten years 
the remarkable progress which has been made is 
exemplified by the fact that no less than £2,048 813,051 
represented the new sums assured during the period. 

In 1936 the number of policies issued was the record 
one of 595,000. This is almost double the number of 
policies issued in 1913. The total annual premium 
income, exclusive of single premiums, reached its 
high-water mark in 1936 when the amount was 
£76,700,000. There have been, of course, many factors 
which have contributed to this splendid result which has 
proved of such undoubted economic value to the nation. 
A striking feature has been the strong effort made by 
the life offices to educate the public upon the advantages 
of life assurance. Certainly the public has been definitely 
insurance-minded and there is not now the same justi- 
fication for calling the nation under-assured as was 
undoubtedly the case a few years ago. The continued 
prosperity of the country has been a great lever for life 
assurance. It is invariably the case that when trade is 
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active and profits are being earned, more money is 
available for life assurance, the claims of which are 
unusually insistent. The feeling of uncertainty generally 
prevailing with regard to world affairs tends to increase 
the popularity of life assurance as a safe and reliable 
medium both of investment and protection. The income 
aspect of life assurance has been strongly ventilated for 
several years past and due prominence has been given to 
the family protection type of policy. More recently, 
however, public attention has been brought to the ne- 
cessity of considering the benefits of life assurance from 
a new angle, namely, as providing an income rather than 
a capital sum. The altered conditions in investment 
practice have clearly rendered it necessary for people to 
regard capital from an income point of view, and, many 
of the newer types of policy are framed in such a way 
as to promote this feature. 

The family protection type of policy is still as popular 
as ever, and it is largely due to the fact that its benefits 
are arranged for dependents in the shape of income instead 
of as a capital sum. The idea is that this principle 
should be extended for the benefit of assurants as well as 
dependents and various options are now available in 
connection with endowment assurances which give a 
guaranteed income to the policy holder or to his widow 
as long as either shall live. Another notable development 
has taken place in group life assurance and pension 
schemes, the cost of which is borne jointly by employers 
and employed. Marked progress has been made during 
the past year by the furtherance of these schemes which 
have been made practicable by industrial prosperity. 

The feature of attraction which is pre-eminent in 
regard to assurance is, of course, the absence of the risk 
of capital depreciation to which other forms of investment 
are not immune. The favourable yields on life assurance 
are essentially attractive and the public are indebted in no 
small measure in this respect to the concession in regard 
to rebate upon income tax. 

Among the 54 offices tabled in the Home Group 33 have 
established new records as compared with 4o in the 
previous year. Sixteen offices in comparison with nine in 
1936 have not succeeded in doing as well as before. 
Altogether, the 1937 new business aggregate of 
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£242,050,531, showed on balance an increase over 1936 
of £9,425,908 :— 
Net sums Inc. (+) or Dec. 
assured (—) ascompared 
in 1937. with 1936. 
HomE OFFICES— f 


Alliance 

Atlas 

Beacon 

Blackburn 

British Equitable 
British General 
Britannic 
Caledonian . 
Clerical, Medical & General 
Commercial Union 
Co-operative 
Eagle Star 
Equitable Life 
Equity & Law 


Friends’ Provident & Century 


General Life 

Gresham Life 

Guardian ‘ 

Law Union & Rock 

Legal & General 

Life Association of Scotland 
Liverpool & London & Globe 
Liverpool Victoria 

London Assurance 

London Life 

London & Scottish 

Mutual Property 

National Farmers’ Union 
National Mutual 

National Provident .. ‘it 
North British & Mercantile. . 
Northern : . 
Norwich Union Life 

Pearl 

Phoenix te 

Provident Mutual 
Prudential 

Refuge 

Royal . ; 

Royal Exch: ange 

Royal London Mutual 
Scottish Amicable 

Scottish Equitable 

Scottish Life 

Scottish Provident 


+3,835,0007 
14,.375,0007 
1,227,6257 
350,000 
834,771 
897,434” 
3,593,768 
2,167,0007 
2,852,848 
6,076,5237 
3,459,999” 
10,464,781r 
tI,930,0007 
4,061,231” 
2,852,2177 
2,843,642 
3,526,426 
+1,800,0007 
2,606,269 
18,517,1977 
1,619,294 
2,880,000 
3,809,572 
2,950,153” 
2,709,000 
1,892,266 
954,292” 
630,5627 
1,037,771" 
+2,116,000r 
5,619,779 
1,707,112 


7 II,500,0007 


8,664,444 
+4,g00,0007 
3,127,10Ir 


+29,500,000 


8,684,648 
5,157,3507 
4,660,4087 
5,801,378 
2,122,2907 
I,920,0007 
2,214,068 
3,312,986r 


£ 
329,460 
59,853 
74,877 
34,300 
5,417 
26,346 
271,573 
128,000 
10,054 


,619,615 
41,802 
411,028 
151,039 
132,284 
7,070 
50,672 
98,389 
101,713 
134,544 
234,004 
14,933 
105,428 
409,21 
137,196 
41,288 
465,529 
,260,699 
81,422 
233,232 
337,881 
512,250 
49,268 
324,868 
175,307 
147,087 


} Approximate. ry Record 





36 


a ee ee ee a CF oe ee oe 





LIFE ASSURANCE IN 1937 297 


Net sums Inc. (+) or Dec. 
assured (—) as compared 

in 1937- with 1936. 

£ £ 
Scottish Temperance jis 1,603,9877 79,546 
Scottish Union & National .. 3,849,394” aL 88,263 
Scottish Widows... ia 5,047,0007 ao 198,000 
Standard Life es oe 4,345,257” -- 271,211 
Sun Life ; ai .. 22,009,595” + 1,289,430 
United Kingdom Provident 5,023,392” a 405,392 
University Life oe wis 283,698 — 4,941 
Wesleyan & General ae 1,649,933 si 64,296 
Yorkshire a - a 2,840,0007 + 60,229 

ry Record. 


As in 1936 the Prudential leads the way in regard to 
magnitude of business and it is again followed by the 
Sun Life, Legal & General and Norwich Union, but this 
year there is a newcomer to the ranks of offices whose 
total sum assured amounts to over eight figures, namely, 
The Eagle Star. This company nearly doubled its 1936 
figure of £5,732,296. The Prudential, although having a 
total of £29,500,000 shows a decrease of £1,260,699, but 
the figures are only approximate and may possibly show a 
different result when the exact figures are forthcoming. 
The other industrial companies all show a decrease in their 
figures, although, the whole group was responsible for 
about £56,000,000 of the aggregate. 

The Sun Life’s result is all the more remarkable 
owing to the fact that the Society transacts the whole of 
its business within the United Kingdom. It issued 33,491 
policies against 30,998 in 1936 and the total premium 
income was enlarged by £398,172 to £4,647,709. The 
total funds of the Society showed an increase of 
£2,276,837 to over £43,000,000. 

The Legal & General also makes a very fine showing, 
its record total of £18,517,197 being {1,619,615 larger 
than the previous year, although the number of policies 
issued was only 21,030 as compared with 21,926 in 1936. 
The net new business is divided into ordinary business 
(£7,237,730) and decreasing term and group (£11,279,467). 
It is worthy of note that the Legal & General which in 
IgIg discontinued its previous practice of issuing with- 
profit policies, has decided to re-introduce policies of this 
class. While the Society will continue to develop the 
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conduct of life assurance on the non-profit plan which 
makes a special appeal to persons who need maximum 
assurance in the early years of the currency of a contract, 
there is no doubt that it will attract a large number of 
with-profit policy holders as a result of the latest move. 
In this connection, the Legal & General has a unique bonus 
record to put forward. Since 1891 the reversionary bonus 
declared at successive valuations on participating policies 
has been at the high rate of 38s. per cent. per annum 
compound, which is the maximum rate to which 
participating policy holders are entitled. 

The Norwich Union has also forged ahead steadily in 
its new business figures, the total of which makes a fine 
showing. The Eagle Star made the best individual 
showing with an increase of {4,731,134 and the appearance 
of the annual report will doubtless afford interesting 
reading. 

In general, there was a falling off in the demand for 
annuities as evidenced by the results of the business 
transacted by some of the specialist offices. For instance, 
while the Equity and Law Life achieved a new record in 
1936 with purchase money amounting to £2,510,226, 
last year the consideration received for 1,681 annuities 
was only {£1,997,555. The Prudential consideration 
money fell off from {1,300,000 to £850,000. The Legal 
& General issued 1,106 immediate annuities for which 
the consideration money amounted to {1,404,762, com- 
pared with 1,165 annuities for £1,577,317 purchase 
money in 1936; and the Friends Provident & Century 
received in consideration money a sum of over {1,130,000 
as against {1,248,000 last year. In the five years up to 
and including 1936 the total annuity consideration 
amounted to about £70,000,000, and it is not surprising 
that the falling off in the demand which set in in 1936 
should again be evidenced last year. While a few of the 
offices show a willingness to grant annuities with a 
considerable amount of freedom, others are inclined to be 
more cautious in regard to this business in view of the 
difficulties experienced in investing new funds. 

The group of Dominion offices make a very fine show- 
ing in regard to the volume of life assurance transacted. 
These offices were responsible for a total of £153,493,740 n 
net sums assured which represented an increase on the 





"TS oO et eS aS Oe. 


im 
ct, 


ve, 
us 
us 
les 
1m 
ch 


ne 
lal 


ng 


‘or 


ies 


ral 


> 


ch 


se 
ry 
00 
to 
on 
ng 


he 


be 
he 


W- 


in 
he 








LIFE ASSURANCE IN 1937 279 











year of £13, 048 673. Greater activity was displayed by 
these offices in the United Kingdom where the total new 
assurances, amounting to {16,671,827 showed an increase 
of £1,151,533. 


Net sums Inc. (+) or Dec. 


assured (—) as compared 
in 1937. with 1936. 

DOMINION OFFICES— £ 
Australian Mutual Provident .. 24,176,655 + 2,300,631 

Ditto U.K. only = ws . 
Canada Life .. = A .. 11,442,500 + 1,793,600 
Ditto U.K. only .. .. 2,160,000 + 145,000 
Colonial Mutual (Australia) .. 12,750,000 — 341,640 
Ditto U.K. only .. a -- 3,435,439 + 325,126 
Confederation Life (Canada) .. 9,460,000 + 260,000 
Ditto U.K. only .. ia .. 1,439,000 + 85,000 
Crown Life of Toronto... .. 6,500,000 + 420,000 
Ditto U.K. only .. A ee 345,000 + 106,000 
Imperial Life of Canada .. .. 5,176,643 + 645,411 
Ditto U.K. only .. ah, 602,688 - 70,963 
Manufacturers Life of Canada .. 12,361,614 + 762,437 
Ditto U.K. only .. .. 1,067,659 — 8,374 
Mutual Life & Citizens of Australia 8,158,354 + I,II1I,354 
Ditto U.K. only .. 5 370,714 — 83,286 
National Mutual of Australasia. 12,193,321 + 844,743 
Ditto U.K. only .. P 1,904,979 + 88,868 

Southern Life Association of Africa . . 
Ditto U.K. only .. - - 374,348 + 138,299 
Sun Life of Canada.. .. 51,274,626 + 6,152,137 
Ditto U.K. only .. : .. 4,972,000 + 275,000 


* not available. 

The prospect of the maintenance of bonuses is an 
important element in the future of life assurance, and the 
continuance of a low level of market rates of interest 
render it problematical. After the War bonuses soared 
to very high levels for which there was previously no 
comparison. That was due to a high range of interest 
rates. When rates fell it was only natural that bonuses 
should come down as well, but they are still attractively 
high and there is a big margin to allow of a substantial 
reduction in bonus rates without detracting from the 
value of long term contracts. I am inclined to take an 
optimistic view of bonuses in the future. It is obvious 
that the life offices would not declare a rate of bonus that 
could not be earned and, therefore, existing rates may be 
regarded as allowing a margin for safety. 

This year six of the life offices are due to make their 
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quinquennial valuations and two their triennial investiga- 
tions, and I think there is a reasonable prospect that 
bonuses will be maintained in all cases. Offices generally 
are benefiting from a favourable mortality experience 
which together with a successful interest return, is bound 
to have a favourable effect on bonuses. Provided that 
no additional impost is placed upon income tax the 
companies’ interest revenue should remain at a reasonable 
level. So far as concerns investment of their funds life 
offices will continue to be confronted with difficulties 
owing to the prevalence of low rates. Any material 
improvement in this respect is obviously out of the 
question in view of the Government’s armament pro- 
gramme. 

In the circumstances, life assurance is reasonably 
cheap and on a basis which is attractive to the public, 
whether it be in the form of an investment or as a pro- 
tection. The remarkable expansion in the volume of life 
assurance business year by year, is promoted through an 
ever increasing recognition by the public of the good 
value obtainable, and by the devising of new forms and 
contracts which permit the uses to which life assurance 
may be applied to be continually extended. The progress 
of actuarial science, the exercise of caution by the 
managements, and the building up of funds over long 
periods are all influences which ensure for the policy 
holder an excellent and consistent return on his invested 
capital. Thus, there is every reason to regard the future 
of life assurance favourably from every point of view. 


Appointments and Retirements 


Bank of Montreal 


Mr. George Blair has been elected a Director of the 
Bank of Montreal, to fill the vacancy caused by the 
resignation of Mr. J. W. McConnell. 


Imperial Bank of Iran 


Colonel Sir A. Henry McMahon has been elected 
Chairman of the Imperial Bank or Iran in the place of 
Sir Hugh S. Barnes, who has retired. We regret that 
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this appointment was described in error last month as 
relating to the Imperial Bank of India. 


Lloyds Bank 

Mr. H. W. Jenkins is retiring from the position of 
Manager of Portswood Branch, Southampton, of Lloyds 
Bank Limited on March 11. Mr. Jenkins was born in 
1878 and educated at King Edward VI Grammar School, 
Macclesfield. His first banking appointment was with 
the Capital and Counties Bank at Trowbridge in 1896. 
He was transferred to Guernsey in Ig01, Southampton in 
1909, and Portswood in 1914. In 1918 on the absorption 
by Lloyds Bank of the Capital and Counties Bank, he 
retained his position of Manager of the Portswood Branch. 
Mr. Jenkins was a member of the National Defence 
Corps during the War. He is a great traveller. 

Mr. P. McLay has retired from his position of Joint 
Manager of the Liverpool Branch of Lloyds Bank Limited. 
Mr. McLay was born in 1875, and educated at Ashford 
House School, Birkenhead. In 1891 he joined the 
Liverpool Union Bank at Liverpool, which was 
absorbed by Lloyds Bank in 1900. He was appointed 
Assistant Manager of Lloyds Bank, Liverpool, in 1921, 
and became Joint Manager in 1927. He served in the 
War from September, 1914, to January, I9g19, and was 
Captain and Adjutant of the Denbighshire Yeomanry. 


Martins Bank 


The Directors of Martins Bank have elected Mr. 
Frederick A. Bates as a Deputy-Chairman of the Bank. 
Mr. Bates is a partner in Edwards, Bates & Sons (bankers 
and merchants) of Liverpool, and is Deputy-Chairman of 
the Cunard Steam Ship Company, the Royal Insurance 
Company, and the Liverpool and London and Globe 
Insurance Company. He is also a Director of Cunard 
White Star and Thos. and Jno. Brocklebank. 

The Marquess of Reading, K.C., has been appointed to 
a seat on the Manchester Board of the Bank, and Captain 
Stirling Newall to a seat on the North Eastern Board. 

Colonel Lionel E. Pilkington, C.M.G., T.D., has 
resigned his seat on the Manchester Board, for reasons 
of health. He had served on that Board since the 
amalgamation of the Lancashire & Yorkshire Bank 
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with Martins Bank in 1928. Prior to that he had for 
three years been a Director of the Lancashire & Yorkshire 


Bank. 


Mercantile Bank of India 

Lord Catto has retired from the Chairmanship of the 
Mercantile Bank of India, but remains a Director of the 
3ank. Lord Catto is Chairman of Tobacco Securities 
Trust Company and Deputy-Chairman of R.M. Realisa- 
tion Company and E.D. Realisation Company. He isa 
Director of Morgan Grenfell & Co., Oriental Telephone & 
Electric Company, Royal Bank of Scotland (extra- 
ordinary), Royal Exchange Assurance, Union Castle Mail 
Steamship Company, Andrew Yule & Co. (Calcutta), and 
Yule, Catto & Company. 

Lord Catto is succeeded by the Senior Deputy-Chair- 
man, Sir Charles Innes. Sir Charles is on the Board of 
China and Japan Telephone and Electric Company, 
Mysore Gold Mining Company and Oriental Telephone 
& Electric Company. 


Sumitomo Bank 

Mr. N. Yatsushiro, Chairman and Chief Managing 
Director of the Sumitomo Bank, Ltd., has resigned from 
his post of Chief Managing Director, and will in future act 
solely as the Chairman of the Board of Directors. Mr. K. 
Ohdaira succeeds him as the Chief Managing Director. 


American Banking 


By a Correspondent 


HE flattening out of the business depression in the 
United States, which had become apparent late in 
December, was continued through January; but 
there were no positive signs of recovery. In the absence 
of any settled policy in Washington, opinion among 
bankers and economists as to the probable duration of 
the depression continued completely uncertain. 
While there still exists a good deal of dispute over 
the causes of the depression and the measures that should 
be taken to overcome it, there is now fairly general 
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agreement that three conditions were of great importance 
in bringing about the slump. First there was the change 
in government finances from heavy spending, financed 
almost entirely out of expanding bank credit, to reduced 
spending, financed largely out of taxes, including the 
so-called social security taxes. Next there was the piling 
up of inventories incident to the slight boom early last 
year; and finally the decline in the margin of profit in 
certain lines of business, due chiefly to sharply increased 
labour costs and an uneven rise in prices. 

A number of factors commonly associated with cyclical 
declines are definitely absent. These include credit 
stringency, over-expansion of capital industries, and over- 
extended speculation. Although it is now recognised that 
the rapidity with which the Federal Reserve authorities 
imposed the 100 per cent. increase in bank reserve 
requirements between August, 1936, and May, 1937, was, 
in view of the attendant circumstances, somewhat 
deflationary, very few economists regard the policy of the 
Federal Reserve Board as having been of major import- 
ance in bringing on the slump. Examination of complete 
figures for the year ended June 30 last, indicates that the 
banking system as a whole made net sales of only about 
$175 millions of government securities in adjusting itself 
to the increased reserve requirements. It does not appear 
that non-banking investors were forced to absorb any 
larger an amount of government securities than they did in 
the previous year. 

Moreover, in spite of a rise of perhaps half of 1 per cent. 
early last year, money rates remained abnormally low and 
the volume of excess bank reserves even at the low point 
of last August was larger than it had been in past periods 
of prosperity. 

In January excess reserves of member banks of the 
Federal Reserve System advanced sharply owing to the 
seasonal return-flow of currency to the banks. In the 
five weeks between Dec. 22 and Jan. 26 the amount of 
currency outstanding declined by $387 millions, in 
contrast to a total seasonal rise between July 28 and 
Dec. 22 of $257 millions. As a consequence excess reserves 
rose by $430 millions in the period and amounted on 
Jan. 26 to $1,440 millions, which was more than double 
the amount held by the banks last August, and equal to 
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the amount in existence just prior to the last increase 
in reserve requirements on May 1, 1937. The New York 
City banks obtained a large share of this increase and late 
in January held about $515 millions of excess reserves. 
Thus, regardless of whether the reduction in bank excess 
reserves was a factor in promoting the recession, it 
appears no longer to be of any great consequence in 
preventing recovery. 

There is evidence of considerable progress in working 
off inventories, and the general expectation is that this 
problem will have been cleared up in most lines by the 
Spring. There are, however, some important exceptions. 
The motor industry is facing a difficult situation. An 
extremely large amount of used cars in good condition are 
obstructing the market, and dealers’ stocks of new cars are 
reported to be larger than since 1930. 

The problem of profit margins promises to be difficult, 
for labour is now in a stronger position than in the past 
to resist attempts to lower wages, and President Roose- 
velt, on January 25, issued a statement strongly opposing 
wage reductions, while urging lower prices. 

In the matter of the government’s finances there has 
developed a very widespread belief that a new spending 
programme is inevitable. Something of this sort seemed 
to be hinted by the President when, in connection with 
his stand on wages, he declared that if industry followed 
a wage-cutting policy it would be necessary for the 
government “to consider other means of creating 
purchasing power.”’ 

The attitude of the Administration, as far as it can be 
determined, seem to be that it does not desire to appear 
to be embarking voluntarily upon a new pump-priming 
course, but is willing to contemplate a situation in 
which it would seem to have been forced reluctantly 
into such a programme by the failure of business to lift 
itself out of the depression. 

Larger government spending, involving renewed deficit 
financing, seems almost a certainty unless there is an 
unexpectedly rapid revival, but all indications are that 
the government will slip into such a spending programme 
rather casually, and without abandoning its contention 
that it really desires a balanced budget. 

Contrary to the opinion that seems to prevail in 
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certain foreign markets, there is little expectation here 
that further dollar devaluation will be resorted to. 
There has been almost no advocacy of such a course 
and opinion among economists of all shades is uniformly 
to the effect that nothing is to be gained thereby. Were 
it not for Mr. Roosevelt’s well-established tendency to 
shift his ground overnight on monetary matters, it 
would seem safe to rule devaluation completely out of the 
list of possible developments. But even the hazards of 
guessing what the President will favour are of lessened 
importance at the moment, since he is no longer in a 
position to obtain whatever he wants from Congress. 

The course of bank credit has been one of sharply 
declining business loans, offset by renewed banking 
purchases of investments, particularly government secur- 
ities. The following table shows the position of reporting 
member banks of the Federal Reserve System in Io1 
leading cities near the end of January, compared with a 
month and a year before : 

(In millions of dollars) 
Increase or decrease 
since 
Jan. 26, Dec.29, Jan. 27, 


1938 1937 1937 
Demand deposits adjusted ‘a -» 14,583 —152 — 947 


Deposits of foreign banks - ‘a 425 —17 + I! 
Total loans and investments .. «« 2295 —127 —1,352 
Commercial, industrial and agricultural 

loans .. i a os ac 4,395 —206 * 
Loans to brokers and dealers in 

securities a a ia a3 806 — 8 — 412 
U.S. Gov’ts. direct and indirect a 9,315 +181 —1I,I09 
Other securities .. Px - vs 2,922 + 41 — 338 
Reserves .. - - i whe 5,735 +341 + 380 

* Comparison not available. 

So far the increase in bank holdings of government 
securities has been almost entirely confined to the large 
banks in New York City. Since last September, when the 
selling movement in “ governments” ended, there has 
been a net rise of $240 millions in the holdings of direct 
obligations of the government by all the weekly reporting 
banks. This advance, however, was the result of purchases 
of $365 millions by the New York City banks, offset in 
part by sales of $125 millions by banks in the other roo 
cities. Late in January the banks outside New York 
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joined the movement to a small extent. Such a lag is 
quite normal. The New York City banks began to reduce 
their holdings of government securities in July, 1936, 
but it was not until six months later that the government 
bond market reached its peak and outside banks turned 
sellers. 

Senator Carter Glass of Virginia, who sponsored the 
Banking Acts of 1933 and 1935, has brought forward a 
proposal to do away with bank holding companies over a 
five-year period. The measure accords with recently 
expressed views of President Roosevelt and Mr. Morgen- 
thau, the Secretary of the Treasury, but it is opposed 
by other high administration officials, especially Mr. 
Marriner S. Eccles, Chairman of the board of governors 
of the Federal Reserve System, who is himself a former 
chain banker and who considers the proposal deflationary. 
The majority of small bankers throughout the country 
would probably welcome the elimination of bank holding 
companies, but the measure is another example of 
attacking symptoms rather than causes. Holding com- 
panies are, in effect, attempts to approximate branch 
banking conditions, in the face of laws forbidding branch 
banking. The real problem is what to do about branch 
banking, but that is apparently too thorny to be tackled. 


French Banking 


By M. Mitzakis 


4 “HE new Government, which M. Chautemps succeeded 
in forming after the crisis of January 13-17, 
without the participation of the Socialists, con- 

sidered it indispensable to declare immediately that it was 

determined to defend the franc without resorting to 
exchange restrictions; to continue the work of financial 
reconstruction by limiting expenditure; and to stimulate 
production by rendering the social legislation more elastic 
and by reducing fiscal burdens. This declaration of faith, 
which did not materially differ from the principles of 
the previous Cabinet, contributed to some extent towards 
checking the depreciation of the franc, which even 
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recovered during the first half of February, at one time 
touching 151 to the pound, compared with its lowest level 
of 155 on January 13. Nevertheless, the franc remains 
subject to various influences, owing to the large volume 
of capital exported, and to the size of speculative 
positions, which fluctuate owing to the uncertainty of 
the political developments. The attitude of the parties 
of the Left and extreme Left during the coming months 
constitutes one of the important unknown factors of 
the situation. Notwithstanding the uncertainty of the 
situation, money market conditions have not changed 
materially since the end of December, with the exception 
of rates on Bourse loans, which became firmer at the end 
of January. 

End of End of End of 

Nov.,  Dec., Jan., 
1937 1937 —- 1938 
% % % 
2 


Banque de France rediscount rate 3 3 
Market rate of discount .. Sy ‘ay 3t 34 
2 2¢ 


Day-to-Day money sir aes 
Loans on Bons de la Défense Nationale :— 
Market rate for one month 
Market rate for 3 months 
Rates on loans on securities :-— 
On the Parquet 
On the Coulisse 


On the other hand, the difficulties of the monetary and 
financial situation were indicated by the weekly bank 
returns. The return dated February 3 shows a reduction 
of the gold reserve by Frs. 3,126 millions as a result of the 
re-transfer of gold to the Exchange Stabilisation Fund for 
the requirements of the defence of the franc. This 
amount of gold was acquired by the Bank from the 
Stabilisation Fund on November 10, 1937. Its re- 
transfer weakened the reserve ratio, which declined to 
48-32 per cent. Not only has the gold reserve declined, 
but the note circulation and other sight liabilities have 
increased materially within the Jast three months. At 
the end of October they amounted to Frs. 108,662 millions, 
and at the end of January to Frs. 118,164 millions. If 
we bear in mind that during the same period the so-called 
provisional advances to the State increased from 
Frs, 26,918 millions to Frs. 31,903 millions, we are in a 
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position to form an idea of the gradual deterioration of 
the technical defences of the franc. 







End of End of End of 
Nov., Dec.,  Jan., 
1937 1937 1938 














ASSETS (Millions of francs) 
Gold Reserve aa 25 wa os 58,932 58,932 55,806 
Foreign Exchange reserve (total) -y 929 895 838 
Discounts (total) .. ai - “ 8,900 10,35I II,Q17 
Advances on securities .. aa ea 3,861 3,781 3,975 
Advances up to 30 days .. “4 on 846 675 ~—s-1,,178 
Bonds of the Caisse Autonome .. _ 5,637 5,580 5,580 





Provisional advances to the State— 





3,200 3,200 3,200 
(a) Regularisation of previous advances 12,088 12,088 12,083 
(b) New advances (agreement of June 




























18, 1936) i oe os I0,000 10,000 10,000 
New advances (agreement of June 
30,1937) .. is ae me 4,820 9,820 9,820 
LIABILITIES 
Note circulation .. as 7” - 91,933 93,826 93,387 
Current and de posit accounts (total) 
of which— 18,454 22,786 22,102 
Treasury ‘<a 7 wi “a 93 807 IOI 
Caisse Autonome i ns i 2,649 2,409 2,392 ( 
Private Accounts “i - ‘ie 15,643 18,279 19,500 : 
Total of sight liabilities .. i ga 110,388 116,623 115,489 ‘ 
Percentage of gold cover ; 53°39% 50—53%48°32% 
Cumulative figures of four leading Sept. 30 Oct. 30 Nov. 30 ] 
banks (in millions of francs) t 
ASSETS 
Cash at i a ss .. 3,016-0 2,906-0 3,510°2 t 
Deposits with Banks... re .. 3,676°5 3,653°6 3,242°7 I 
Discounts $4 ‘3 me .. 16,575°9 18,871°5 17,860°5 n 
Advances .. ai oe = .. 1,40I1°3 1,327°9 1,309°4 t 
Current Account debtors eee .. 8840-6 8,328-g 8,016-1 E 
LIABILITIES A 
Deposit Accounts— Ir 
sight .. wa - 7 .. 29,288-0 30,708-0 29,538°8 Ie 
time .. ss ea a ie 550° 568-7 —603°5 ir 
Bills payable es - ‘i és 643°8 694°5 694°7 fa 
Investments ne cs ies cs 224°4 224°6 224°6 la 
Capital paid up .. ms .% -. 1,173°7 1,173°7 = -1,173°8 
Reserves .. ne sid ee as 2,905*7 1,705*7 1,705°7 m 
Percentage of cash to deposits .. Iorrr% 929% 11°65% , 
The most recent statistics concerning the four leading al 
banks, Crédit Lyonnais, Comptoir National d’Escompte, af 
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which publish monthly returns, show that notwithstanding 
the severe test of last autumn the position of the leading 
banks remains strong and liquid. 

As before, the budgetary situation and the new Labour 
Charter are the two most difficult problems, the solution 
of which is necessary in order to create an atmosphere of 
confidence favourable to the defence of the franc. From 
the budgetary point of view, the ideas of the new Finance 
Minister, M. Marchandeau, were indicated by a speech 
which he made at the beginning of February. He 
reaffirmed his determination to remain faithful to the 
principle of the freedom of the exchanges in the frame- 
work of the Tripartite Agreement. To that end he 
declared it necessary to avoid any increase of the deficit, 
and to increase the national revenue by every possible 
means, without, however, increasing fiscal burdens. In 
order to facilitate the financing of national defence 
expenditure, he foreshadowed other measures aiming at 
the consolidation of the financial situation. This state- 
ment, reassuring as it was intended to be from a monetary 
and budgetary point of view, failed to create the desired 
confidence at home or abroad. For one thing, desirable 
as it seems that the fiscal burden should be reduced, it is 
difficult to imagine how this can be done in face of the 
fact that in spite of the existing taxation the budget for 
1937 closed with a deficit of Frs. 7 milliards, owing to 
the supplementary allocations voted in the course of 
the financial year. It is those supplementary allocations 
in particular that M. Marchandeau means to reduce to a 
minimum, by demanding that Parliament should not 
tolerate any vote which would increase the fiscal burden. 
His reference to the financing of national defence was 
interpreted as foreshadowing a new loan at a time when 
resources have become depleted as a result of monetary 
instability. The prospects of such a loan were not 
favourably viewed in financial circles, although the 
latter had received very well the issue of the Frs. 1 
milliard loan made by the Credit National. 

In addition to the limited possibility of raising funds 
by means of medium-term or long-term loans, there is 
also a reserve at the Government’s disposal in the form 
of a revaluation of the gold reserve. The book-keeping 
profit thus obtainable would be Frs. 17 milliards on the 
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basis of a revaluation at the rate of 150. This profit 
would, of course, grow in case of further depreciation. 
At an exchange rate of 165 it would amount to Frs. 25 
milliards, and at a rate of 170 it would amount to 
nearly Frs. 28 milliards. This provides a strong tempta- 
tion to a Government whose means in existing con- 
ditions are inadequate. 

The indices oi the economic situation are none too 
favourable. Notwithstanding the comparatively narrow 
range of the exchange fluctuations, wholesale prices 
began to rise after a slight setback at the end of last 
year. The average of 45 products exceeded 612, which 
is 100 points above its figure for January, 1937, when it 
was 513 against an average of 405 for the whole of 1936. 
The rise was mainly in foodstuffs, and this reacts upon 
the cost of living, the rise in which has been continuous 
since June, 1936. The average retail price of 34 articles 
in Paris rose from 450 to 693 in January, 1938. The 
number of unemployed increased from 365,452 at the 
end of December to 403,813 at the end of January. This 
compares with 305,000 in September, 1937. To some 
extent this setback may be due to seasonal influences, 
but it is more accentuated than usual. The bourse 
showed considerable declines, except in international 
securities, gold mines and chemical shares. The volume 
of business is very small, owing to the lack of resources, 
and dealing is confined almost entirely to professional 
elements. 

Certain indices, such as those of industrial production 
and of railway receipts, show an improvement, but the 
larger industrial production is due mainly to rearmament 
and the increase of railway receipts is the result of an 
augmentation of railway tariffs by 50 per cent. In fact, 
this augmentation resulted in an increase of receipts by 
only 30 per cent. The trade balance shows a deficit of 
Frs. 18,380 millions, instead of Frs. 9,923 millions in 
1936. This aggravation of the trade deficit was the result 
of the increase of imports by Frs. 16,go1 millions while 
exports increased by only Frs. 8,440 millions. Invisible 
items such as tourist spendings have by no means made 
up for the growth of the adverse trade balance. The 
pressure due to the import surplus added to the difficulty 
of defending the franc throughout 1937. 
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The new Government of M. Chautemps has to pursue 
its reconstruction work in very difficult conditions after 
several years of experimenting, the inflation of the pur- 
chasing power of the public and the adoption of the 
40-hour week, with all its onerous consequences to the 
budget and production. The reduction of expenditure by 
the previous Government and the gradual restoration of 
authority may nevertheless serve as a basis for systematic 
reconstruction, provided that the Parliamentary dis- 
cussion of the Labour Charter does not jeopardise the 
success of its programme. 


International Banking Review 


HOLLAND 


N organisation has just been formed, under the 
A name of ‘“‘ Front of Large Investors,’ with the 
object of preventing, as far as possible, the issue 
of municipal loans at an unduly low interest rate. The 
new organisation claims to represent approximately 
three-quarters of the total Dutch resources available for 
investment. It includes insurance companies, savings 
banks and other similar organisations. It is the declared 
object of the organisation to prevent the issue of muni- 
cipal loans at 3 per cent. The rates of 3} per cent. for 
long-term loans and 3} per cent. for loans up to ten 
years have been fixed as the minimum level and the 
participants have pledged themselves not to subscribe 
to loans whose yield is below that amount. 

The Amsterdam market continues to issue foreign 
loans on a moderate scale. The Dutch banking group 
headed by the Twentsche Bank, Amsterdam, has made 
arrangements to issue for the Danish Government a 
4 per cent. loan of 12,615,000 guilders repayable in 
30 years. The issue price will be 1014. The loan is to 
be used for the conversion of the outstanding part of the 
5 per cent. loan issued in 1926, the original amount 
of which was 16,100,000 guilders. The official listing on 
the Amsterdam bourse will be impossible pending the 
settlement of the dispute between the Amsterdam bourse 
committee and the Danish Government regarding the 
gold clause. 








SWEDEN 


As is usual at this time of year, new borrowing 
from the banks in January was on a limited scale, and the 
aggregate advances of the joint-stock banks declined 
by Kr. 42 millions to a total of Kr. 4,047 millions. This 
contraction was due to some extent to the writing-off 
of bad debts, but the bill portfolio also underwent a 
marked reduction. Though the influx of new money to 
the banks in January is usually small, bank deposits 
rose by Kr. 39 millions to a total of Kr. 4,038 millions, 
chiefly on account of the crediting of accrued interest 
on existing deposits. The aggregate foreign exchange 
reserve of the Riksbank and the joint-stock banks 
underwent a contraction of Kr. 10 millions to a total of 
Kr. 1,058 millions. 

Two out of the four leading banks have now published 
their annual reports. The Goeteborg’s Bank has this 
year announced very satisfactory results which, besides 
reservations for further consolidation, enabled the Board 
to propose a dividend increase. Gross_ earnings 
totalled Kr. 12-5 millions against Kr. 11.1 millions 
for 1936 and net profits were struck at Kr. 4-8 mil- 
lions against Kr. 4.2 millions. A balance of Kr. 2.5 
millions was transferred to the legal reserve, and the 
dividend on common stocks was increased from 4 to 5 per 
cent., while the statutory dividend of 5 per cent. was 
paid on the preference stocks. In order to comply with 
regulations providing for a certain ratio between capital 
stock and deposits, the Bank increased its capital stock 
from Kr. 43.8 millions to Kr. 48.1 millions, by issuing 
35,000 new common shares. A noticeable feature in the 
Bank’s balance sheet was the increase in discounted 
bills as well as in loans, and a comparatively low cash 
reserve. This showed that in spite of prevailing diff- 
culty in finding suitable employment for new money, 
the Bank had been able to invest its steadily increasing 
deposits. 

The Svenska Handelsbanken reported gross earnings 
of Kr. 38 millions compared with Kr. 33.4 millions for 
1936. The income from interest has risen from Kr. 22.1 
millions for 1936 to Kr. 24.5 millions for 1937, a remark- 
able development in consideration of the small margin 
between interests payable to depositors and interest 
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receivable from loans and discounts, which during the 
year had been an embarrassing feature for all Swedish 
banks. Net profits were struck at Kr. 13.1 millions. 
Out of the available total of Kr. 14.3 millions a balance 
of Kr. 5.5 millions was transferred to the special reserve 
fund, Kr. 8.1 millions were distributed to shareholders 
at a rate of 9 per cent. against 8 per cent. a year ago, 
and Kr. 726,000 were carried forward. After this the 
Bank’s capital stock totalled Kr. go millions, the legal 
reserve Kr. 45 millions and the special reserve Kr. 20 
millions, i.e. a total of Kr. 155 millions. Assets totalled 
Kr. 1,389 millions which is an increase of Kr. 110 millions 
during the year under review. 


SWITZERLAND 


Most banks have published their accounts for 1937, 
and these show a Satisfactory increase in earnings. 
The Swiss Bank Corporation, for instance, increased 
its net profits from Sw. Frs. 9,298,000 for 1936 to 
Sw. Frs. 9,574,000 for 1937. The Union Bank of 
Switzerland earned a net profit of Sw. Frs. 2,903,000, 
against Sw. Frs. 2,661,000 in 1936. The Banque 
Commerciale de Basle announced a net profit of 
Sw. Frs. 1,031,000 for 1937. A dividend of 43 per cent. 
has been declared. This is the first dividend since 1933. 
During the past year, the capital of the Bank was reduced 
from Sw. Frs. 75 millions to Sw. Frs. 13,950,000, and 
subsequently increased to Sw. Frs. 20 millions. The 
balance sheets of most of the banks showed a substantial 
increase in current accounts. In the case of the 
Swiss Bank Corporation the increase amounted to 
Sw. Frs. 118 millions. On the other hand, loans and 
advances tended to decline. 


BELGIUM 


M. Janssen, the new Governor of the National Bank 
of Belgium, has decided to make some changes in the 
Bank return. Foreign bill holdings have until now been 
included among discounts. As a result, it has been 
impossible to say whether changes in their amount were 
mainly due to changes in the volume of domestic bills 
or in the volume of foreign bills. In future the gold 
exchanges will be transferred to the gold reserve. As 
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a result, it will be possible to form a more reliable 
judgment as to the tendency of funds. Another change 
in the Bank return is the revaluation of Government 
securities held by the Bank at their true book value. 
Until now, Frs. 225 millions (Belgian) have been 
deducted from their value for the purpose of a contingency 
reserve. 





ITALY 


A royal decree has been issued offering special privi- 
leges to those who were prepared to invest capital in 
Italy. They will be exempted from stamp duty on the 
purchase of real estate, and from income tax and death 
duties on capital invested before the end of 1939. The 
Government is prepared to give a guarantee that there 
will be no restriction on the repatriation of interest and 
principal, and that even in case of war the funds would 
not be sequestrated. It was subsequently stated that 
the main object of this decree was to attract capital from 
Italians living abroad. 

The repayment of commercial arrears through the 
working of the clearing agreement has now been com- 
pleted, but the repayment of financial arrears through 
account ‘““C”’ of the clearing is making only slow 
progress. Negotiations have been initiated for the 
renewal of the clearing agreement, and it is hoped among 
British investors in Italian securities that the new 
agreement will give financial creditors better treatment 


than the existing one. 


ROUMANIA 


According to Press reports, the National Bank of 
Roumania has played a prominent part in the recent 
change of Government. It is stated that the Government 
of M. Goga approached the National Bank with a request 
for a large advance, owing to the unsatisfactory yield of 
taxation revenue. The Governor, M. Constantinescu, 
and the Board of Directors, however, decided to resign, 
if necessary, rather than grant such an advance. A 
memorandum stating this point of view was submitted 
to the King. Their attitude was one of the factors 
which influenced the King in making the change of 


Government. 
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TURKEY 
A delegation of Turkish bankers has left for London 
and Paris, accompanied by experts and officials of the 
Finance Ministry. It is expected that the Governor of 
the Central Bank of Turkey will join the delegation 
later. The main object is to negotiate for a larger 
participation of British interests in the development of 
Turkish industries. To that end, a large loan will be 
granted under the auspices of the Export Credit Guar- 
antee Department. Part of the proceeds will be used for 
the financing of the erection of steel works in Turkey. 
In this connection, Mr. S. D. Waley, of the Treasury, 
recently paid a visit to Ankhara. 


BRAZIL 
The milreis balances of foreign banks remain blocked 
and the execution of foreign exchange contracts in 
milreis therefore remains impossible. The London 
Foreign Exchange Committee decided that the sterling 


counter-value of the milreis sold should not be paid over 
until such time as delivery of the milreis had been 
effected. In instances where sterling has already been 
paid over, the amount will have to be refunded. Until 
now, the banks have refrained from compensating 
milreis contracts against one another, in the hope that 
the blocked accounts would soon be released. Since 
this hope has been disappointed, the Foreign Exchange 
Committee has decided that efforts should be made to 
compensate as far as possible. Information is being 
collected about the amount of outstanding contracts, so 
as to facilitate compensation. New transactions in the 
London market are to be considered as having been 
effected in free milreis unless the contrary is specified. 


JAPAN 


The Government has issued a new loan of 
Y. 300 millions in connection with the China campaign. 
Of this amount, Y. 250 millions is underwritten by the 
Bank of Japan and Y. 50 millions by the Postal Savings 
Bank. The New Federal Reserve Bank of China was 
Imaugurated in Peiping on February 11, and will open 
for business on March 1. Half the Government’s share 
of the $50 millions of capital has been paid out of the 




















proceeds of a loan of $12,500,000 obtained from the 
Yokohama Specie Bank, the Bank of Chosen and the 
Industrial Bank of Japan. Eight local banks, including 
the Peiping branch of the Chinese Central Government’s 
banks, will have to subscribe shares to the amount of 


$25 millions. 





Books 
PRACTICE AND FINANCE OF FOREIGN TRADE. By 
W. W. SyretTtT. (Macmillan & Co., Ltd. Price 

7s. 6d. net.) 

““ PRACTICE AND FINANCE OF FOREIGN TRADE ”’ takes 
us amongst traders and to the banking parlours. The 
smell of tea, the noise of cranes; the quieter ways of 
money and communication. Over the author’s shoulder 
examination of shipping documents or banking para- 
phernalia can be thorough and without shyness. From 
bleak wharves and docks we can accompany the seller's 
merchandise to the buyer’s warehouse and the banker’s 
credit instrument on its journey to secure payment. In 
the most commendable sequence the finance and practice 
of foreign trade is disclosed. 

Few specialist text-books emerge nowadays free 
from errors, and the author would be the first to subscribe 
to the contention that in shipping, men have never 
finished learning. On page 113, where it is pointed out 
that Trust Receipt is “‘ only ”’ called for with D/P bills, 
it can be remarked that there is occasionally voluntary 
imposition under D/A terms, where the drawee’s standing 
is temporarily embarrassed, and it is not desirable to 
publish it to the world and amend the facilities. Banks 
might also rely upon the fact that they have no legal 
compulsion to notify beneficiaries under credits in 
certain cases (page 131). 

But the trifling blemishes in this first book scarcely 
call for public mention. Space must be reserved for 
approving comment. Any motive-power which will turn 
a bank manager out of his ‘‘ counting-house ”’ into the 
area of his customers’ activities can be welcomed. On 
September 1, 1937, The Daily Telegraph, speaking of the 
National Bank of Argentina and its 200 branches, said: 
‘Orders were issued to the managers to travel weekly 
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throughout their own particular field of action, even to 
the small and isolated farms, to the very home of the 
producer SO AS TO ACQUIRE FIRST HAND KNOWLEDGE 
OF HIS LIFE, ECONOMIC CONDITIONS, ACTIVITIES AND 
NEEDS. In this way the manager can give him help 
and advice as well as the credit required, and do much to 
uproot the fear... of the bank.” This book will induce 
similar action. 

All the forms, banking, shipping insurance, etc., 
are there; even bills of exchange, with suitable 
references: although, perhaps, they could differ from 
those in other text-books and conform to style, by repre- 
senting human amounts instead of round sums. Very 
few commercial bills favour the typesetter. They fre- 
quently conform to the invoice, which document also 
needs emphasis, somewhat, in the work; it truly being 
the king of documents. 

Evidently from experience, “ snags’’ in the practice 
of the various professions involved are clearly pointed 
out and the reader prepared for new ones. Although a 
list of definitions would be valuable, their absence is 
not realised. Space is found to refer, rather briefly, to 
the enlarged Government scheme of Exports Credits, 
and there is also a short résumé, naturally 100 per cent. 
accurate only at moment of going to press, of financial 
conditions in the countries where there is the transfer 
risk. International Clearings . .. “there are over 
one hundred clearing arrangements in force’”’... are 
also adequately dealt with. But, there, the book is full 
of interesting material and accurate facts. 

In recommending this book, unreservedly, to com- 
mercial men, and also students of all kinds, including the 
happier type of “‘ perpetual student,” it is pleasing to 
remark the acceptable style in which it has been written. 





INTERNATIONAL SHORT-TERM CAPITAL MOVEMENTS. By 
CHARLES Poor KINDLEBERGER. (New York, 1937. 
London: Oxford University Press. Price 15s. 
net.) 

_ TuIs book is a valuable addition to the growing 

literature on international transfers. While it is written 

primarily from a theoretical point of view, the author 
does not ignore technical consideration. Part I deals 
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with international short-term funds and the money 
supply; Part II discusses the transfer mechanism; in 
Part III the author examines various foreign exchange 
theories and deals with abnormal capital movements: 
Part IV deals mainly with the question of monetary 
nationalism v. monetary internationalism. The book 
includes interesting chapters on forward exchange and 
Exchange Equalisation Account technique. 





THE INTERNATIONAL DISTRIBUTION OF RAW MATERIALS. 
By HERMAN KRANOLD. (London, 1938: George 
Routledge & Sons. Price 15s. net.) 

THERE is so much discussion nowadays on raw 
materials that a book which provides “ raw material ” 
for these discussions in the form of facts and figures 
fulfils a highly useful purpose. The author has, however, 
done more than merely compile statistics and enumerate 
the facts relevant to the issue. He examines the possible 
solutions and deals with the difficulties. He sees the 
solution of the problem in planning on an international 
scale. In this respect he seems to have departed from 
reality. He confesses that the idea of a world currency 
does not seem too Utopian to him. Judging by the 
cold reception given to the van Zeeland plan, which 
is considerably nearer to reality, there is very little 
hope indeed that the plan will be considered seriously 
by practical statesmen. 





LAMENT FOR Economics. By BARBARA WOorTTON. 
(London, 1938: George Allen & Unwin. Price 
6s. net.) 

THE author delivers a spirited onslaught against 
the obscurantism of academic economists who ill 
their volumes with complicated diagrams, mathematical 
symbols or, at best, arguments so abstruse that :hey mean 
very little to the initiated and absoluteiy nothing to 
the plain man. This criticism is bound to find an echo 
in the minds of practical bankers who, while endeavouring 
to keep up with the progress of economic literature, 
often have to give up in despair their attempt to read 
volumes which have created a stir among professional 
economists. As Miss Wootton rightly points out, once 
upon a time professors and economists wrote the masterly 
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English prose of Adam Smith and John Stuart Mill. 
The growing tendency on the part of economists to write 
for one another only, not for bankers, politicians and 
the general public, can but widen the gap between 
theory and practice. 





DEPOSITENBANKEN UND SPEKULATIONSBANKEN. By 
ADOLF WEBER. (Leipzig, 1938: Duncker und 
Humblot. Price Rm. 4.) 


THE first edition of this book was published in 1932, 
and the present edition revises and brings up to date 
the interesting material dealt with by the author. It 
consists of a comparison between the German and 
British banking systems. Other attempts at such a 
comparison have usually followed the method of having 
separate chapters dealing with British banks and German 
banks. Professor Weber, on the other hand, makes 
the comparisons step by step, which is a distinctly more 
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VERY year illness or accident leaves 
thousands of families to face the 
world alone. In most cases they are not 
well provided for. £1,000 seems a goodly 
sum to leave behind but when wisely in- 
vested it will not furnish much more than 


10/- a week. Few men are ina position to put 
aside money enough to maintain their de- 
pendants ata Satisfactory standard of living 
in the event of death. It is only fair to 
your family and to yourself that you 
place this burden on broader shoulders. 


| Consider the 
“SAFEGUARD” PLAN 
| 


which provides a guaranteed income of £3, £6 or £9 per week tax free for 
| a period of years after your death and a cash sum, if desired, when the 
| income commences. When the annual income ceases a cash payment 
| of £1,000, £2,000 or £3,000 is made. If you survive the period of your 
family responsibilities it can be arranged for the cash sum to be payable 
| to you. An enquiry for full details and for an illustration suited to your 
| own circumstances will cost you nothing ; rest assured you will incur no 
obligation by doing so. 


Special terms are granted to Bank Officials. 


LEGAL & GENERAL ASSURANCE SOCIETY LTD. 


; HEAD OFFICE: 10 FLEET STREET, LONDON, E.C.4. 
Established 1836. Assets exceed £40,000,000 


General Manager : VERNON E. BOYS. 
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satisfactory method. The book is written in readable 
German, and would be well worth translating into 
English. 





THE OUTLOOK FoR GoLp. By Sir CHARLES MorRGAN 
WEBB. (London, 1938: George Allen & Unwin. 
Price 4s. 6d. net.) 

THIS volume deals with the gold scare and its con- 
sequences from a broader point of view. It contains a 
detailed survey of the gold situation and prospects, 
and the author suggests a number of remedies. Among 
others, he is in favour of assisting the redistribution of 
the American gold stock by means of adopting an active 
forward rate policy. In addition, he is in favour of 
the encouragement of hoarding by means of the issue 
of gold coins. 


COMMERCIAL BANKING LEGISLATION AND CONTROL. By 
A. M. ALLEN, S. R. Cope, L. J. H. DARK and 
H. J. WITHERIDGE. (London, 1938: Macmillan & 
Co., Ltd. Price 18s. net.) 

THIs volume examines in a series of independent 
essays the commercial banking legislation in most 
leading countries, mainly from the point of view of 
official control of banking activity. It contains a large 
amount of useful material which has not hitherto been 
easily accessible. Owing to its importance as a reference 
book, we propose to review this volume in greater detail 
in an early issue. 


THE Economic BULLETIN. A QUARTERLY REVIEW OF 
INDUSTRY AND TRADE. Under the General 
Editorship of Professor J. H. Jones, M.A. 
(London, 1938: Gee & Co. Price {1 Ios. per 
annum.) 

THE first issue of this review, in which economic 
trends, at home and abroad, are summarised, has just 
been published. Of particular interest are articles 
entitled “‘ Industrial Fluctuations,” ‘‘ Industrial Progress 
1920-32” and “‘ Recovery in the Democratic Countries.” 
A review of economic events in Germany is also included. 
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BONUS DISTRIBUTION 1937 


INCREASED BONUSES 


/ Py 
WHOLE LIFE POLICIES 45/- 0% AND 50 = °/, PER ANNUM 
/ 
ENDOWMENT ASSURANCES O/=°% Per annum 


NO SHAREHOLDERS—ALL THE PROFITS TO THE POLICYHOLDERS 
WRITE FOR PARTICULARS 


PROVIDENT MUTUAL LIFE ASSURANCE ASSOCIATION 


(Founded 1840) 
25-31, MOORGATE, LONDON, E.C.2 
Telephone : METropolitan 8014 (6 lines). C. R. V. COUTTS, Manager & Actuary. 





By F. J. Lewcock, Cert. A.I.B., A.C.I.S., 
F.R.Econ.S. 


AN’S BOOKS |/= 
PITM = The Outlook for 
BILLS, BULLION AND THE ‘s 
LONDON MONEY MARKET a Gold 
By W. K. Duke, Cert. A.I.B., B.Com. 
senp donde, San iin. $i- ont. Ou gue 3/8) 7 by SIR CHARLES MORGAN-WEBB 
DEATH DUTIES AND m@ inthis his latest book the author 
PROBATE PRACTICE M@ contends that the future of gold 
By S. C. Hough. Pn eeR TE 7 will be determined by the psycho- 
Demy 8vo, cloth gilt, 223 pp. 7/6 net (by Post S/-. 1 | ma logical re-actions to its physical 
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Demy 8vo, cloth gilt, 228 pp. 7/6 net. Second 
Edition. (By post 8/—.) 


STUDIES IN 

PRACTICAL BANKING 

By R. W. Jones, F.I1.B. 

Demy 8vo, cloth gilt, 334 pp. 7/6 (by post 8/-.) 
PRACTICAL BANKING 


An Introductory Study 
of British Banking. 


By H. E. Evitt, F.I.B., etc. 
Demy 8vo, cloth gilt. 258 pp. Fourth Edition. 
5/- net. (by post 5/6.) | 


Order from a bookseller, or direct from 
SIRISAAC PITMAN & Sons, Ltd. 
Parker Street, Kingsway, W.C.2 


THE ECONOMIC BULLETIN 


A NEW QUARTERLY REVIEW 
OF INDUSTRY AND TRADE 
Examines economic movements and 
interprets statistics in ordinary 
language. Special memoranda on 
selected industries. 


Specimen copies free from :— 


Gee & Co. (Publishers) Ltd. 
6, Kirby Street, London, E.C.| 











“= BRITISH LAW | 


EAFRONT, _ furnished 

bungalows to let. Estates 
near Yarmouth, Cromer, Skeg- 
ness, Sheerness. Fully equipped 
to accommodate six. Modern 
conveniences, well built and 
comfortable. From 2} guineas 
weekly. Loveday, Caister-on- 
Sea, Gt. Yarmouth. 





FIRE 


Fidelity Guarantee, Burglary, Employers’ 
Liability, Personal Accident, Third Party, 
Motors, Lifts, Boilers, Property Owners’ 
Indemnity, Loss of Profits due to Fire, 
Glass Breakage, Live Stock, etc. 








HEAD OFFICE 


Telephone: Metropolitan 9851 (6 lines). 
Telegrams : “ Britlaw,” Cent, London. 
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DISTRICT BANK 





FURTHER 


INCREASE IN 


EARNINGS 





NEED 


TO ENCOURAGE 


EXPORTS 





SIR R. 


NOTON BARCLAY’S REVIEW 





HE One Hundred and Eighth Annual 
Meeting of Shareholders of District 


3ank Limited, was held at the Head 


Office, Spring Gardens, Manchester, on 
Friday, January 28. 
The Chairman, Sir R. Noton Barclay, 


presided. He said: 


Ladies and gentlemen, you will see that 
the net profit for the year, after payment of 
expenses and all other charges, amounts to 
£519,255. This compares with £490,324 last 
year, and is particularly gratifying in view 
of the additional taxation which we have 
had to meet. With £269,236 brought forward 
there is £788,492 available. The difficulty in 
finding employment for short moneys at 
remunerative rates has continued, and there 
is no immediate prospect of a change in 
these conditions. We have, however, in- 
creased our profit, and this can be attributed 
to our larger lendings and the increased 
business handled by the Bank. There is a 
satisfactory growth in our business, and 
definite progress has been made. 

THE COTTON TRADE 

The cotton industry has been busier and 
business has been more profitable in 1937 
than at any other time during the past ten 
years. 

The larger demand for cotton goods which 
started in the late months of 1936 was main- 
tained, with the result that much idle spin- 
ning and weaving machinery was restarted. 
By May of 1937 it was common to hear of 
producers having six to nine months’ work 
on hand and at profitable prices. The larger 
trade resulted no doubt to some extent from 
the increase in world commodity prices, and, 
in the home market particularly, from better 
employment due in part to the rearmament 
programme. All markets with the exception 
of India and China bought on an unusually 
large scale for delivery extending months 
ahead Merchants were apprehensive of 
still higher prices; manufacturers rushed in 
to buy yarns speculatively in order to secure 
delivery of goods and yarn, and there was 
produced the largest volume of demand that 
Lancashire had experienced for years. Order 


books were filled and mills had the greatest 
difficulty in keeping their engagements. 

In the first three to four months of the 
year prices were rising; middling American 
cotton was quoted at 8-14d. per pound a 
March 16, but by November the price had 
fallen to 4-53d. per pound. In the second 
half of the year the demand fell off substan- 
tially, and to-day the existence of unsold 
stocks and delayed deliveries of goods bought 
at high prices is causing a good deal of 
concern. 


An important feature during the year has 
been the improvement in selling prices in 
the spinning section. This was largely due 
to the success of the legalised schemes of 
price-fixing in the American and Egyptian 
sections. This, coupled with the improved 
demand, has enabled many concerns to pay 
their first dividends for years. 


IRON AND STEEL 

The year 1937 was remarkable in the his- 
tory of the British iron and steel industry, 
for the output of steel reached a new high 
peak, at 12,964,000 tons. The average 
monthly output of pig iron showed an increase 
of 65,000 tons as compared with 1936, and 
the figures for December are the best since 
1918, when the industry was keyed up to 
meet an unprecedented demand for munition 
production. It is noteworthy that the ns 
of 10 per cent. in steel output, as against 1930, 
was achieved notwithstanding the difficulty 
experienced in the early months of 1937 2 
obtaining adequate supplies of raw matenals 
This difficulty was occasioned partly by the 
effect of the Spanish civil war upon supplies 
of ore from that country, and partly by a 
more insistent demand for available ore from 
a number of countries where producers ate 
enjoying greater activity. A further problem 
which faced the industry was the difficulty 
securing the necessary supplies of scrap, due 
to a decline in home supplies from demolition 
schemes and to the increased demand from 
overseas. 

BUILDING ACTIVITY 

It is widely appreciated that economic 

recovery in Britain since 1932 has been bas 
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to a great extent on a boom in building, 
including the rehousing schemes of the local 
authorities and the activities of the specula- 
tive builder in the construction and sale of 
dwelling-houses. An increase in the demand 
for houses, factories and business premuses 
has a stimulating effect on many industries, 
owing to the diversity of materials required 
for constructional purposes. The additional 
purchasing power released in the form of 
wages to building labour, and in associated 
industries, ultimately benefits practically 
every trade in the country. 

In the United States the business setback 
in 1937 has been of considerable magnitude, 
and the turn of the year has unfortunately 

brought no fundamenté il change in the posi- 
tion. The volume of business has fallen off 
in nearly all the principal branches of 
industry, and perhaps the seriousness of the 


position is most vividly depicted by the 
contraction of the iron and steel output, 
which is now less than 30 per cent. of 


capacity, as against 80 per cent. nearly six 
months ago. 

As in the last depression, the authorities 
are taking active steps to try to remedy 
matters, but so far progress is impeded by 
the clash between the Administration and 
influential business interests. Industrialists 
are bewildered at the unexpected and un- 
accountable recession in business, and they 
seem to have little confidence in the ability 
of the Government to relieve the situation. 


The bright side of the American position is 
the absence of high accumulated stocks and 
the non-existence of a mass of debt waiting 
to be liquidated by business houses and 
private individuals. These were among the 
worst features of the last depression. Many 
circumstances essential to recovery are 
present, and the proposed trade agreement 
with this country, if achieved, should prove 
beneficial. 





THE 


Notwithstanding this evidence of some 
deterioration in our trading position, we can 
rightly feel pleased that orderliness and 
moderation in economic and political policy 
have brought a greater degree of prosperity to 
this country than to most “of our competitors. 
Even though we may now be faced with 
some reaction from the prosperous trading 
conditions of the past year, we can at least 
feel satisfied that this country will be better 
prepared to cope with any setback than it 
was in the past. 


NEED FOR EXPORTS 


But the maintenance and, if possible, 
mcrease of our exports is of paramount 
mportance. Other things being equal, we 
might rely on British efficiency, shrewdness, 
and determination to keep us in front of our 
competitors. Unfortunately, however, as 
yet there appears to be no indication of any 
teaction from the world-wide tendency 
towards national self-sufficiency, and so long 
as this persists world prosperity is unattain- 
able. While one longs for a truer perception 
of the economic conditions under which alone 


by unhampered interchange of commodities 
nations may freely develop their resources 
and prosper once more, pending such a change 
of sentiment we have to make the best of 
things as they are in a restricted and crippled 
world. Meantime, our dependence on exports 
presents an Achilles’ heel to competitors. In 
these troubled times it seems essential that 
British exporters must receive help from the 
Government if they are to hold their own in 
foreign markets. Other nations wrest over- 


seas business from us through exchange 
manipulation, through tariffs, and by other 
methods. The British market still remains 


attractive to many other countries, who try 
to come to terms in the matter of trading 
agreements. Pacts which have been ap- 
proved are already favourably reflected in 
our export figures, and further developments 
in this direction are essential if our exports are 
to be maintained. At the same time we must 
in fairness recognise that the Government in 
any action which it may take on these lines 
has to take into account political considera- 
tions outside the economic sphere. 


THE OUTLOOK 

While the trade outlook for the coming 
year may indicate that some reduction in the 
general activity of the country is not unlikely, 
there is no adequate ground for the pessimistic 
views which one hears expressed in some 
quarters. ‘“‘Slump” is an evil word—talk 
slump often enough and we do much to 
bring it about. Sentiment plays a large part 
in trade rg, pe and depression. At one 
time people buy and they overbuy, at another 
they refuse to buy and run short of supplies— 
thus boom begets slump and slump begets 
boom. 


If we could control this sentimental factor 
the curve of trade would follow a far more 
even and natural course. This does not mean 
that we should close our eyes to unfavourable 
factors; it only means that we should take 
a sane view of factors unfavourable and 
favourable alike. 

Looking to the future in this manner, I 
believe that while we may in the coming 
year witness some recession, a natural reces- 
sion from the activity of the past year, the 
outlook is by no means unfavourable. Whilst 
certain industries may show some falling off, 
the curve is still likely to be well maintained 
or even upward in other industries. On the 
whole, employment is likely to continue good, 
and the consequent distribution of wages 
should ensure sustained activity in the home 
trade. The average trend, therefore, should, 
I think, be such that, apart from political 
disturbances, the result of which no one can 
foretell, we can envisage the immediate future 
with some degree of confidence. 


The report and accounts were adopted, 
and the retiring directors were re-elected. 
Pearson & Co., and Mr. 
retiring auditors, were 


Messrs. Halliday, 
Leslie Shaw, the 
reappointed. 


The proceedings then terminated. 
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Bank Meeting 


LLOYDS BANK LIMITED 





ANOTHER SATISFACTORY YEAR 





IMPORTANCE OF INCREASING OVERSEAS MARKETS 





LORD WARDINGTON’S ADDRESS 





of the shareholders of Lloyds Bank 

Limited was held on Friday, January 28, 

at Southern House, Cannon Street, London. 

Lord Wardington (Chairman of the Bank) 
presided. 


T ot eightieth ordinary general meeting 


The Chairman, in moving the adoption of 
the directors’ report, said: My lords, ladies, 
and gentlemen—lI regret that I have to report 
the death of the senior member of our board, 
Mr. Charles E. Barnett, shortly after our last 
annual meeting. He was a partner in the old 
banking house of Barnetts, Hoares, Hanburys 
and Lloyd, which became amalgamated with 
Lloyds Bank in 1884. He was a link between 
the very different conditions prevailing in the 
latter half of last century and those which 
confront us now. He saw the assets of this 
bank grow from a figure of £10,975,635, when 
he first joined the board, to the sum of 
£465,000,000, which was the total in our 1936 
balance-sheet, the last one he ever saw. 


It is tempting to dwell on the manychanges 
which took place in banking during the 53 
years of his directorship of this bank. Many 
of them are most interesting and will readily 
recur to you, but this is hardly the time or 
place to enumerate them. Throughout his 
long, active, and useful life he was closely 
identified with the City, both as banker and 
for many years as chairman of the Alliance 
Assurance Company, of which his father had 
been a director before him, and his grand- 
father one of the original directors. He had 
also been president of the Corporation of 
Foreign Bondholders. In all these positions 
he worthily upheld the traditions of the City, 
and gained the respect and affection of all 
with whom he came in contact. 


BALANCE-SHEET : 
THE RESERVE FUND 
Our report and balance-sheet which we 


present to you to-day, and which I presume 
you will, as usual, take as read, show some 


very interesting but no very remarkabl 
changes. To take the liabilities side first, yo 
will see that the reserve fund is now {9,500,00 
as compared with {9,000,000 in 1936, the 
result of the re-transfer which we have again 
made of half a million from our internal funds 
We did the same last year, and there only 
remains a further £500,000 which, when itis 
re-transferred, will restore to the published 
reserve the whole of the {2,500,000 which yu 
will remember we took in 1931 from that 
account to supplement our internal inves: 
ment reserve fund. This was a precautionary 
measure, as I reminded you last year, of which 
we never had the necessity to make use. 


DEPOSITS 

Our current, deposit, and other accounts 
stand at £410,000,000, but if it had not bee 
for the unexpected receipt in the last week 0! 
the year of some large sums, the increase 0 
£4,000,000 would have disappeared, and our 
deposits would have been below those of las 
year. 

The question as to whether we should mak 
any special endeavours to increase the amoutt 
of our deposits has given us a certain amoutt 
of preoccupation. Although it would seemt 
be illogical to estimate the importance of am} 
business by the size of its liabilities, there is 00 
doubt that size has a certain attraction, and! 
is not unnatural to look with admiration 
figures which indicate a great business, alt 
there is the risk that any falling off in thes 
figures may involve the loss of public esteem 
However, latterly, we have been actuated bj 
other considerations, and our guiding pm 
ciple has been to refrain from bidding it 
deposits by offering higher rates than W 
thought were economically justified. 


RETURN ON FOREIGN DEPOSITS 


Our principal concern was in connectios 
with foreign deposits—that is to say, Mi 
large amount of floating capital seeking a ten 
porary home, either with the object © 
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sbtaining a safe asylum or a higher return. 
Money of this c haracter is v ery unreliable, and 
jsapt to be withdrawn at the shortest possible 
notice when any scare occurs. For this reason 
itis essential to keep such a deposit in a liquid 
form, so that it can be readily returned when 


called for. 

An undesirable result appears to have 
fllowed from an undue competition for 
foreign deposits. A greater demand for bills 
was a natural consequence, a nd the Discount 
Yarket has again suftere d from an inability to 
extract a living wage from the low rate applie« d 
tothe discount of bills. The Discount Market 
is an essential part of London’s financial 
equipment, and of great importance in the 
smposition of its intricate and delicate activ- 
es. It is highly desirable that it should be 
wed an opportunity to live, and though the 
essively low rates—to some extent artificial 
ich have ruled during recent years may 
be an advantage to the Treasury, and in- 
jirectly there fore to the taxpayer, yet these 
advantages would be dearly bought if they 
were to mean the extinction of the London 
Bil Market as we know it to-day, and 

osequently the greatly diminished attrac- 
tiveness of the London bill, if its marketability 


were threatened. 












INVESTMENTS 


On the assets side the account under the 
heading of investment calls for some comment. 
There has not been much change in the 

amount, the total being £2,000,000 less than it 
was last year, but because investments occupy 

far more important place than formerly in 
the utilisation of our assets, I want to take a 
little time in speaking of our investment 











To illustrate the change which has taken 
place over a period of years, I should like to 
call attention to the following figures :— 


Average percentage of— 

" Loans to Total Deposits 

Investments to Total 
Deposits... I2*I 20°9 28:0 

Bills to Total Deposits II-5 21°8 


A point worth notice is that we have ex- 
changed a considerable ow of our 
commercial, private and other borrowers for 
he Government as borrowers, and it therefore 
~ us to see that we have an investment 
portfolio with scientifically graduated matur- 
ihes as evenly spre id as possible, especially so 
mmasmuch as it is not the habit of Governments 

n these modern times to repay their loans 
fnally. It is therefore open to argument 
whether, in the interest of liquidity, the pre- 

ent position can be said to be as satisfac tory 
to the depositors and cM as a wide 
variety of borrowers, many of whom require 
advances only for seasonal purposes. 


1913 1919 
54°6 33°8 39°2 


1937 


a 


We have been able roughly to preserve our 
usual proportion between short term and 
medium term Government redeemable secur- 
tes. Your directors have adopted this as a 
sound and essential principal in view of the 


fact that our liabilities are almost entirely 
repayable on demand or at short notice. 


LOCAL GOVERNMENT BORROWINGS 

One of the features of the internal finance of 
the country at the present time which gives 
food for serious thought is the ever-increasing 
demand for loans by local government autho- 
rities. Indeed, the competition to borrow has 
been so great that, but for the careful nursing 
of the market by the Treasury and the Bank 
of England, interest rates on local government 
loans would be higher than they are at present. 
The word “‘ economy ”’ has ceased to retain its 
old-time meaning. The protagonist in the 
cause of economy has been entirely eliminated. 
The word “‘economy’”’ now means ‘“ wise 
spending.”’ Wise spending from a local 
government point of view often means ex- 
penditure on whatever happens to be the 
current “‘ fashion.” 


One can foresee a position of considerable 
difficulty when local government obligations, 


running into many millions of pounds, 
mature, and holders desire to be re paid in 
cash, rather than convert into new issues. 


LOANS AND ADVANCES 

The next item of importance amongst our 
assets is our loans and advances. It is true 
that it shows an increase compared with last 
year of over {21,000,000, and the percentage 
to deposits has risen from 36-7 per cent. to 
41-5per cent., but I ought to point out that a 
large part of this increase only occurred during 
the latter end of the year, and the average 
throughout the year was 39:2 percent. Ifthe 
present figure continues throughout this year 
our profit and loss account ought to benefit. 


From a study of the customary analysis of 
our advances we see that there has been a large 
increase of {9,000,000 under the omnibus 
heading of ‘‘ Personal and Professional ’’; an 
increase of {2,000,000 under “‘ Engineering ’ 
while “‘ Oils and Fats ’”’ borrowed £1,055,000 
more, and “‘ Public Utilities ’’ £885,000 more. 
On the other hand, ‘‘ Banking, Insurance and 
Finance ’’ required £3,242,000 less, and 
‘“‘ Shipping and Shipbuilding ”’ £1,900,000 less. 
The other differences are comparatively small. 


PROFIT AND LOSS 


Our profit and loss account shows the 
satisfactory increase of £88,000, all the more 
satisfactory because it is arrived at after 
making the new provision for National 
Defence Contribution, and after providing a 
substantial sum towards our superannuation 
fund. 


Some of you may have hoped that these 
figures might have prompted us to recommend 
an increased dividend, but I think on refiec- 
tion that you will agree with me that there 
are a sufficient number of factors entirely out- 
side our control which render it desirable not to 
do anything which suggests that the signals are 
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yet standing at ‘‘ All Clear.”” I feel, too, that 
the staff might legitimately consider that they 
have a first claim on any increased profits for 
the restoration of those reductions in the 
annual increases which they have suffered in 
recent years. 


ADE OUTLOOK 


In reviewing the situation last year I had 
the temerity to utter a word of caution, and to 
suggest that we ought to take every care to 
ensure against the activity of our internal 
trade degenerating into anything which could 
possibly be called a boom, and that in the 
sec nd place we should look forward to the 
time when the chief causes of our internal 
activity had come to an end and take all 
possible measures to fill the gap with increased 
foreign trade. 

Che events of the past year have, I think, 
justified what may have appeared to be an 
unnecessarily ca ous attitude on my part. 
It frequently appears to be the fate of a banker 
to be in opposition to the existing trend of 
public opinion, and if last year, when every- 
thing seemed rosy, I hi ad my doubts as to the 
when talk of a recession 





future, SO again now, 
in trade is somewhat loud and insistent, I see 
no reason in the fundamentals of our commer- 


cial position to apprehend any serious setback. 





[here are many factors, especially in the 
political sphere, which are on the lap of the 
gods. Of these I am not able to speak with 
any particular knowledge or assurance, but 
trade in itself in this country appears to me to 
be generally sound. This does not mean that 
it is not wise to look forward to a time when it 
may be less active. This is always true 
wisdom in any circumstances, but it is the 
height of unwisdom to hasten such a time by 
creating an unfavourable psychological atmo- 
sphere in which the very thing we wish to 
avoid is artificially nurtured. 


IMPORTANCE OF EXPORT MARKETS 

Bearing all these things in mind I should 
like to urge the importance of doing all that is 
possible not only to keep, but to increase, the 
volume of our export trade . For this reason I 
welcome the steps which have been taken in 
this direction, slow moving though they are, 
and I think the Government are to be con- 
gratulated for following up the Tripartite 
Agreement by endeavouring to arrange a trade 
agreement between the British Common- 
vealth and the United States of America, 
remembering that a large proportion of the 
trade of the world is accounted for by 
transactions between these countries, and for 
their co-operation with M. van Zeeland in his 
inquiry as to the best methods of removing 
those obstacles which continue to obstruct 
the flow of international trade. 


Whatever steps may be taken as a result of 
his report, there can be no doubt of the 
necessity for securing a greater freedom of 
movement of goods between all nations. I 
referred at some little length to this point in 





my address to you last year, and I urged ths 
importance to us asa great exporting county 
of taking every measure possible to see ths: 
our export markets were maintained. To-<dz; 
this advice seems to me to be more than ey 
necessary, and it would be fatal to let ». 
general activity in trade, for which our ream, 
ament programme may be increasingly p 
sponsible during the current year, shut oy 
eyes to the necessity of preserving ap 
increasing our overseas markets. It is so eas 
to lose them. It is so difficult, once lost + 
regain them. The overseas trade figures fr 
1937 add point to these remarks. Our advery 
visible trade balance, with exports 

£596,761,000 and imports of £1,029,065 00 
is no less than £432,304,000. : 


BALANCE OF TRADE 


In normal years it is easy to exaggerate th: 
significance of an adverse trade balance. In 
the first place it is partly rectified by invisible 
exports, though any precise figure in regard t 
them is largely a matter of conjec 
Secondly, there is usually a natural 
between the arrival here of imports of raw 
materials and the subsequent export of goods 
manufactured from them, and therefore a tne 
balance of trade cannot be accurately struck 
on any arbitrarily chosen date. But in pr 
sent circumstances, when so much of ou 
imports of raw materials is being used for the 
manufacture of armaments, they cannot form 
the usual basis for subsequent exports, and 
our final balance of trade for 1937 must 
inevitably, even after making all allowances 
throw exceptional strain on our exchange 
position. 








Chairmen of the big banks have, I see 
drawn attention to the importance of ou 
export trade, and the necessity for its 
preservation, both from the point of view of 
maintaining employment in the future, and oi 
off-setting the large amount of our imports 
I gladly add my testimony to what has been 
so ably stated on this very material point 


DIVIDEND RESOLUTION 


I now beg to move: “‘ That the Report just 
taken as read be received and adopted, ant 
that, in accordance with the recommendation 
of the directors therein, a dividend be declared 
for the half year ended December 31 last 
the paid-up capital of the company at the rat 
of 12 per cent. per annum on the ‘A’ shares 
and at the rate of 5 per cent. per annum on the 
‘B’ shares, payable, less income tax, on and 
after January 29, 1938.” 

The resolution was seconded by Sir Austit 
E. Harris, K.B.E., the deputy chairman, ane 
carried. 

The retiring directors were re- -elected, and 
Messrs. Price, Waterhouse and Co. wer 
reappointed auditors for the year 1938. 


Votes of thanks to the directors for thet 
services during the past year, to the staff - 
their excellent work, and to the chairman for 
presiding, were carried, and the proceedings 
then terminated. 
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Some New Lloyds Bank Branches 
By Professor C. H. Reilly 


HE two chief new branches of Lloyds Bank, both 
on corner sites of which photographs have been 
sent me this month, are both by members of the 
bank’s own architectural staff. They are the Epsom 
branch by Mr. F. H. Shann, the bank's Chief 7 
Inspector, opened in 1937, and the Iford branch i 
Hampshire, opened the s same year, by Mr. F. S. Elgar, the 
bank’s Salisbury District Building Inspector. One would 
expect therefore, as reflecting the bank’s own policy with 
regard to the architecture of their new buildings, they 
would have something in common. As a matter of fact, 
no two buildings could be more different in character and 
style. One is a delicate, restrained and of its kind a 
charming essay in late Georgian architecture by a man 
who clearly knows that style pretty well, and the other 
is a heavy monumental little building rather like a 
mausoleum and of no particular style, and certainly not 
‘modern ”’ in the sense of those frank new structures 
which we are beginning to see everywhere to-day which 
not only make use of steel in their construction but 
truthfully and openly proclaim the fact. It has not even 
modern plainness and freedom from ornament, for it 
should be realised by now that architecture in the 
hands of its most enthusiastic and one might almost add 
its youngest exponents is going through a strongly 
puritanical phase—a veritable reformation, as the recent 
exhibition in London of the work of the Mars Group 
showed. Jhe Times’ art critic may very wisely try to 
make such a revolution more palatable to his re ‘aders by 
saying it is traditional with us to have such revolutions 
of taste from time to time, but that does not in fact make 
the present revolt against traditional forms less revolu- 
tionary. The District Inspector’s building at [ford how- 
ever is not revolutionary in that sense. It is only 
revolutionary in being as different as possible from the 
Chief Inspector’s. I am afraid from this we must deduce 
that the building department of this bank either has not 
an architectural policy at all, or that an interior revolution 
of its own is in process within the department. 
The Epsom branch appears to be at the widely curved 
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junction of two roads, probably brought about by some 
modern widening. Perhaps there were some Georgian 
buildings on the site before this widening took place and 
it was designed to preserve the memory of them. Perhaps 
that part of the town has a number of such buildings 
giving it a distinctive character and the bank, out 
of what I think is a mistaken notion of civic manners, 
decided that a reproduction there would be more in 
harmony than an original design, just as one sometimes 
hears of a new chair being made to match and complete 


2 ‘ 
BANK? ; 
roth. 


THE EPSOM BRANCH 


an old set. In permanent things like buildings I do not 
think such reproductions are justified. The scale, charac- 
ter and main lines of a street can be maintained without 
such copying. We have a loyalty to perform to our own 
era as well as a loyalty to a place and it is for the architect 
to harmonise these. We should not think much of a 
modern play to-day if it were an obvious imitation of a 
Congreve or even a Sheridan in idiom as well as in idea. 
I do not see why the same should not apply to buildings. 
Mr. Shann’s building is nevertheless a clever imitation. 
At first glance the only thing I think he has omitted is 
crown glass in the windows. He has the small panes but 
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the glass looks dull and flat. These plain Georgian 
facades were lit up by the slight curvature of the old glass 
(nevertheless ve ry clear glass to look through), catching 
the light. If one keeps to the Georgian proportions with 
widely spaced sash windows, each with lots of division 
bars however much more light and air are appreciated 
to-day than in the eighteenth century, one should, | 
suggest, use their last refinement of crown glass as well. 
I was glad to notice the other day that in a new Midland 
bank in Milsom Street, Bath, the architect had done this. 

I do not know whether the bank built the premises 
next door on the right, just showing in the illustration, 
with similar windows and long pilasters or not. I rather 
think they must have done from the continuous roof 
over both structures. Whether they did or not it is a 
good thing for Epsom that the roof at this corner does 
sweep round continuously and that the height of the 
front wallsisthe same. Mr. Shann has sufficiently isolated 
his building by its two slightly projecting wings at either 
end and by the little delicate dentil cornice, a nice touch 
that, in between. He has nice—nice is the right word for 
late Georgian architecture—proportions to his windows 
above the ground storey and a nice spacing of them, but 
I doubt whether a real Georgian building would have 
given pediments to alternate windows. There might 
well have been one to the centre representing the staircase 
of the old house with its long window, but I doubt 
whether there would have been any to the end ones. It 
was an age of great restraint. Nothing was allowed to 
interfere with the main climax in a design. I think, too, 
these first-floor windows would have been longer, coming 
down to the floor level with balconies probably. To get 
height to his bank storey Mr. Shann has had, I imagine, to 
fill up their lower parts with stone panels. This somehow 
looks wrong. Once one starts on this reproduction game 
one has to be careful of every detail. The shape of each 
pane of glass, too, should certainly not have been the 
same whatever the proportions of the windows. The 
squarer windows would have had squarer panes and the 
longer windows longer ones. Such formalists were the 
Georgian designers towards the end of the period that 
I doubt whether they would have stomached the windows 
in the two wings being at different heights. Mr. Shann 
must forgive my criticising his excellent little building in 
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CORRESPONDENT 
BANKS 


A CENTURY ’S accumulated experience and con- 
servative progress have qualified the Westminster Bank to 
offer its characteristic services as a London correspondent 


to foreign and colonial business establishments. 


ITS BRANCHES form a wide network extending over 
the whole country, and the services of the entire system 
are available to clients abroad, so that with a minimum 
of formality and delay, arrangements can be made for 
the payment of Drafts, Letters of Credit, or Cheques, in 


any part of the British Isles. 


CONVERSELY, with a few unimportant exceptions, 
there is no country in the world possessing a marketable 
currency in which the Westminster Bank does not main- 
tain current accounts, through which it can effect world- 


wide transfers of funds with the utmost dispatch. 


THE FOREIGN EXCHANGE DEPARTMENT 
is kept in direct touch with the market by means of a 
private telephone exchange of a highly modernized type, 
which ensures that no order or inquiry from abroad is 


held up on account of the congestion of business. 


BANKS OR MERCHANT HOUSES wishing to 
establish a London connexion are invited to communicate 


with the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 
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this pedantic way. One would not dream of doing so if 
his were a modern building, even if based on the Georgian 
tradition. It is so clearly an adaptation and a very 
clever one of a passed style that one must in fairness 
measure it by its supposed contemporaries. 

Che Iford branch occupies an acute angled site, which 
means the building can be seen from three sides if the 
point of the angle is cut off, as it was almost bound to be. 
That being so, the architect had the chance of composing 
an almost independent building as if it were free standing, 





[FORD BRANCH, HAMPSHIRI 


and if he had pl nty of room on his site he could as well 
compose its Masses in any interesting way because he 
need not carry them all up to the same height. Here 
then was an opportunity for something good but still in 
keeping with the little country town I suppose [ford to be. 
Mr. Elgar has realised he could do something different to 
the usual little bank, but that is all I can say. Hhs 
building certainly has an original composition of masses, 
but not a very pleasant one. If he wanted it to be so 
monumental he should not have given it those sloping 
side wings, or if they had to be there they should have 
been left plain and the space behind the wall top-lit. As 
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Burroughs 





NEW ELECTRIC 
DUPLEX CALCULATOR 


FOR ALL ADDING AND CALCULATING WORK 
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or the Net Result 


Any amount in the lower dials may 
be added to the amount in the 
upper dials, by touching the plus 
key—or subtracted from the amount 
in the upper dials, by touching the 
minus key. 


INDIVIDUAL 7 
TOTAL 


or the Result of a 
Single Calculation 


Direct to the Net Result! 


This new Burroughs Electric Duplex Calculator — complete with 
direct subtraction and two sets of accumulating dials--saves needless 
steps in handling any adding or calculating work. It is the latest 
addition to the range of over 30 different models of Burroughs hand 
and electrically operated non-listing machines. The lower dials show 
the net result of each individual addition or calculation ; the upper 
dials show the grand total or the net result. Thus the complete 
adding or calculating job can be done on this remarkable machine 
with one handling of the figures. This means a considerable saving 
in time, money and effort. For a demonstration or complete 
information telephone or write the nearest Burroughs office. 


BURROUGHS ADDING MACHINE LTD., 136 REGENT STREET, LONDON, W.I. 
Telephone Regent 7061 (Private Bch. Exch.) Branches in principal cities. 


a MANUFACTURE A COMPLETE RANGE OF MACHINES - 450 DIFFERENT MODELS, 2,000 
URES - ACCOUNTING MACHINES - ADDING MACHINES - STATISTICAL MACHINES - TYPEWRITER 


8 
money MACHINES - CALCULATING MACHINES - CASH REGISTERING MACHINES 
TRIC CARRIAGE TYPEWRITERS - FANFOLD MACHINES - CORRECT POSTURE CHAIRS - SUPPLIES 
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it is, these side masses with big windows seem to fight 
with the main rectangular mass and to give the building 
a queer facing-all-ways appearance. Its scale, too, and 
character can hardly suit a country town or village or 
even a suburb, and the change from the stone to brick 
in a building attempting the monumental is very unfor- 
tunate. If one aims at the grand manner one must have 
first-class materials everywhere. The lettering on the 
building is too big. If a person could not read English 
he or she might think it was announcing that the building 





THE NORWICH BRANCH 


was for some very commercial purpose, a laundry perhaps, 
especially the rear portion. The real fault of this 
building is its lack of culture, whereas the fault of the 
previous one was that it showed culture but of a too 
restricted kind. 

The 1937 additions to the Norwich branch consist of 
the lower right- hand wing carried out by Messrs. Cautley & 
Barefoot. As they have had to make a new main 
entrance they have been tempted to reproduce the over- 
ornamented one on the left-hand corner in spite of their 
new one being on a different plane. Having drawn this 
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great mass of carving it was natural to want to give it a 
dramatic setting. Hence I imagine the two small free- 
standing columns and the set-back arch behind them and 
the further rich piece of carving above the cornice. If 
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Vessrs. T. B. Ben 
ENERANCE TO THE BRANCH IN HORSEFERRY ROAD, LONDON 


one puts one’s hands over the work on either side one 
sees that this new facet to the building makes a dramatic 
composition in itself in the late nineteenth century manner 
of the Paris Opera House. The rest of the bank with its 
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ASSETS : £106,800,000 
THE LARGEST BRITISH MUTUAL LIFE OFFICE 


A record amount of NEW BUSINESS 


for 1937 
Ordinary Department - £24,176,655 
industrial Department - - 7,551,044 


Total £31,727 ,699 


An increase of £3,748,279 over 1936 


BONUSES DECLARED ANNUALLY 


Ask for particulars : 


Australian Mutual Provident 
Society 


Established 1849 in Australia 
173-76 King William Street, London, E.C.4 


—— 


CROWN LIFE RECORD 
OF UNBROKEN PROGRESS 


AND STABILITY 
Continued during 1937 


1936 1937 


New Policies Issued 
£6,465,260 £6,613,489 


Insurance in Force 
£34,986,685 £38,691, 


Cash Income 
£1/6:40,.227 £1,646,504 
Assets 
£5,587,576 £6,322,989 
Free Surplus 
£268,795 £304,913 


Average Rate of Interest Earned £5 3s. 5d.°., 


CROWN LIFE 


Home Office: Toronto 
INSURANCE COMPANY 
ncorporated in Canada with Limited Liability) 
CHIEF OFFICE FOR THE BRITISH ISLES 
11:24 Cockspur Street, London, S.W.1 
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Tradition 


The progress of a bank is 
largely dependent upon its 
ability to serve the public. 
The National Provincial 
Bank has a proud record 
extending over 100 years 
which has ensured a solid 
foundation for the modern 
banking service it is 
able to offer 
to-day 
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long 4 pilasters was, however, fairly quiet and big in 
scale in spite of its over-ornamented ‘door and its other 
sin ae I do not feel, therefore, that this little addition 
as far as this face goes is a very satisfactory one. The 
return face down the alley way may be more so, though it is 
surely a pity in so formal a design to let a ¢ ouple of down- 
spouts cross the mouldings in the way they have done. 
Lastly, we have a branch in Horseferry Road, London, 
in a block of flats. I only have a photograph of the 





THE INTERIOR OF THE HORSEFERRY ROAD BRANCH 


entrance, which is big, strong and simple, but does not 
look as if it would harmonise with an ordinary domestic 
brick building above. It looks to me from this photo- 
graph as if it were giving that building a pretty heavy 
punch below the be It. Pe srhaps to make up, the interior 
is admirably plain and self-effacing. The counter front 
is in one of the newly imported Empire woods called, 
[ am told, Sapele Mahogany, which comes from Nigeria. 
[t is an effective wood with a strong vertical grain, but 
it is a pity to see planted on to it and crossing the grain, 
as if regardless of it, mouldings in another wood. Having 
got a material of such a marked character that does not 
seem the right way to use it. 
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Recovery in Estonia 
By A. Schmidt 


Estonian Minister in London 


WENTY years had elapsed on February 24 since 
Estonia after centuries of foreign domination 
officially proclaimed her independence. The early 
days of regained liberty were, however, beset with diffi- 
culties, for almost immediately after the proclamation of 
independence Estonia was occupied by advancing German 
troops. On their withdrawal in November, 1918, the 
Soviet forces began to press forward again with the 
object of subjugating the country afresh. They advanced 
to within about twenty miles of Tallinn, the capital of 
Estonia. The Estonian Army, under the command of 
General J. Laidoner, then launched a strong and well 
devised offensive, which met with complete success. 
The Soviet troops were forced to retire not only from 
Estonian territory, but also from Northern Latvia 
(Latvia at that time being still largely occupied partly 
by Bolshevist and partly by German troops). 

Hostilities closed on January 3, 1920, and the Peace 
Treaty between Estonia and Soviet Russia was signed 
on February 2. The War of Independence was thus 
brought to a successful conclusion and the work for 
peaceful reconstruction of the country could now be 
proceeded with. 

This was by no means an easy task. Both agriculture 
and industry had suffered severely during the wars and 
revolution, and each had been disorganised to a consider- 
able extent. Not only had the material destruction 
caused by the World War and the War of Independence 
to be made good, but the whole economic and social 
structure had to be entirely remodelled. First of all, 
the land question called for immediate attention, and 
an agrarian law was passed as early as October, Ig1g. 
The industrial equipment and commercial apparatus 
demanded urgent adaptation to completely changed 
conditions, and fresh outlets for foreign trade had to be 
sought. Last but not least, a new and sound financial 
system had to be created, this being an essential pre- 
liminary for any successful work of reconstruction. 

DD 
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Here again the difficulties were not to be under-estimated. 
Owing to the total collapse of the pre-war Russian financial 
system, Estonia lost practically all her savings in Russian 
money or bonds. On the other hand, the cost of the 
long war had been particularly heavy, whilst, as already 
stated, the economic life in general had been seriously 
disorganised as a consequence of two wars. The situation 
which the Government had to face was, indeed, compli- 
cated. 

It has to be recognised that the recovery now achieved 
in the economic life of Estonia is a truly notable one. 
The actual measure of progress, however, can only ade- 
quately be appreciated if the starting point be kept in sight. 

* 


* x 

It is not the aim of these introductory remarks to 
give a detailed account of the evolution which has taken 
place. This is the object of the special articles which 
follow. As, however, these articles are devoted to specific 
questions, it may be of interest to precede them with a 
few more general notes characterising the economic and 
financial development of Estonia. 

Let us turn to agriculture first. About 60 per cent. 
of the population of Estonia is engaged in agriculture.* 
The conditions prevailing in this branch are, therefore, 
of primary importance for the whole economic life of the 
country. Agriculture suffered seriously during the war. 
The general area of land under cultivation, which 
amounted to 752,000 hectares in 1910 and 758,000 ha. in 
1915, fell to 675,000 ha. in 1919.7 It gradually rose, 
however, to 795,000 ha. by 1925, to 835,000 ha. by 1930 
and to 873,000 ha. by 1935. At the same time, when taken 
on the five-yearly average, the yield per hectare has 
shown a steady increase. The number of cows also 
declined during the war, but has gradually risen since, 
and the export of butter, one of the most important 
export commodities of Estonia has developed from 1,851 
cwts. in 1921 to 124,198 cwts. in 1925, 275,458 cwts. in 
1930, and, after a temporary setback during the crisis 
years, to 259,457 cwts. in 1937. 

The industrial position at the end of the war was 


* “ Estonia—population, cultural and economic life,’ Tallinn, 
t Op. cit., p. 74. 
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perhaps even more difficult than that of agriculture. 
Certain large enterprises, which had been specially built 
to supply the Russian market, had to be closed down. 
Others had to adapt their production to the changed 
requirements of the home market, and to find fresh 
outlets abroad. As the years passed new industries 
were gradually created with a view to better exploitation 
and utilisation of the natural resources of the country. 
Of these the oil-shale industry deserves to be mentioned 
first. The general output of oil-shale, which was only 
48,000 tons in 1920, amounted to 288,104 tons in 1925, 
497,955 tons in 1930, 604,000 tons in 1935,* and was 
1,100,000 tons in 1937. The production of crude oil was 
10,006 tons in 1930, 47,273 tons in 1935, 63,305 tons in 
1936,* and 110,000 tons in 1937. Other new industries 
already created or still under construction are also using 
domestic raw materials. Of these industries the following 
may be mentioned: large-scale brick factories, artificial 
horn, sulphate cellulose and superphosphate and sulphuric 
acid factories. The increasing importance of industry in 
the economic life of Estonia may,be seen from the following 
movement of the number of workmen in large-scale 
industries (on July 1): 1925—32,014 workers; 1930— 
33,185 ; 1935—38,955 ; 1936—44,344f ; 1937—51,953. The 
problem of unemployment has been practically non- 
existent in Estonia during the last few years. 

As far as foreign trade is concerned, the turnover was 
necessarily very modest in the first years following the 
end of the war, but started to increase rapidly later. 
The total turnover of the foreign trade in 1920, calculated 
in Kroons, amounted to 41-8 million Estonian Kroons 
only. It rose to Ekr. 193-1 millions in 1925 and to 
Ekr. 258 millions in 1928, the highest level attained in 
the pre-crisis years.{ It then dropped to only Ekr. 77-4 
millions in 1932, the lowest level reached during the 
slump, but has shown a constant rise since. The recovery 
has been especially noticeable in the last two years, the 
actual figures amounting to Ekr. 170 millions in 1936, 
and Ekr. 217 millions in 1937. In value the turnover 
of the foreign trade has consequently nearly reached the 

* Estonian Economic Yearbook, 1936, p. 67. 

+ Estonian Economic Yearbook, 1936, p. 63. 

+ Estonie de 1920-1930, p. 157. 
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level of 1928, the peak year before the crisis. More 
details will be found in the special article on foreign 
trade. 

The financial recovery of the country proceeded pari 
passu with the improvement of the economic situation. 
The system of public finances had, of course, to be created 
from nothing. The first monetary unit, issued in 19109, 
was the Estonian Mark, theoretically in parity with the 
Finnish Mark. Owing to the extremely difficult condi- 
tions prevailing during and immediately after the war, 
the exchange value of the Mark gradually declined. 
The depreciation lasted until 1921, when the Dollar 
was quoted at 370-400 Estonian Marks. 

Meanwhile considerable progress had been achieved 
in the organisation of public finance. Fiduciary issues 
were stopped. The Bank of Estonia had become strong 
enough to prevent speculation on the money market, 
and in consequence the Mark became a comparatively 
stable currency. At the end of 1924, it was practically 
stabilised at the parity value of 100 Marks to 1 Kroon 
(equal to one Swedish Gold Krone). A new monetary 
system, based on the Gold Standard, was introduced on 
January I, 1928, after an international loan had been 
arranged under the auspices of the League of Nations, 
and successfully launched in London, New York and 
Amsterdam. 

It may be appropriate to mention here, that of all 
the countries which contracted loans under the auspices 
of the League of Nations, Estonia is now the only one 
to have strictly fulfilled the obligations undertaken on 
the issue of the loan. 

Following the example of other countries with which 
Estonia had important economic intercourse, she went 
off gold in 1933, and during these last years has practically 
followed sterling. 

A sound currency, a strong Central Bank, a balanced 
State household—these are the main features of the 
financial situation of Estonia to-day. 

The main achievements of the last twenty years may 
briefly be summarised as follows. 

By the Agrarian Reform a great number of new farms 
was created. The land hunger was thus appeased, and 
the new small landowners form a positive and con- 
structive element in the social structure of the country. 
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Commerce and industry have been completely re- 
organised and adapted to altered requirements. Both 
have shown consistent progress in the period under 
review. Industrial enterprises have been founded 
especially with a view toa better utilisation of the existing 
natural resources of the country thereby increasing its 
productive capacity. 

The position of the banks is sound, that of the 
Treasury easy. The State Budgets have invariably been 
balanced—the accounts, indeed, having shown a surplus 
of revenues most years—since 1925, with the exception 
of the period of acute depression (1930/193I—1932/1933). 
The general indebtedness of the country is very moderate, 
and the services of the loans, both internal and external, 
have always been promptly effectuated (War Debts 
excluded). 

The progress attained in the economic and financial 
position of Estonia may consequently be considered as 
entirely satisfactory, and there is every reason to antici- 
pate that the prosperity of the country will continue to 
grow as the years go by. 


State Finances of Estonia 
By A. Keller 


Assistant Minister of Economic Affairs 


STONIAN State economy has developed satis- 

E factorily in every respect during recent years. 

The State revenue, which declined considerably 

in the period of the general economic crisis, falling to its 

lowest point in 1933/34, has now reached the pre-crisis 
level and in several items of revenue even surpassed it. 

Reviewing the development of State revenues, the 
last twenty years may be divided into four different periods. 

First Period—from the declaration of Estonian Inde- 
pendence in 1918 until 1921—the period of the foundation 
of the State. During this period State economy was still 
undefined and assured revenues only limited. 

Second Period—1921—1929/30, during which revenues 
showed a consistent and comparatively uniform rise, 
increasing from 62-8 to 95-7 million kroons. During this 
period the sources of State revenue were shaping and 
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developing from year to year, and assumed towards the 
close a more or less firm and stable aspect. The rise in 
the level of revenues during the latter years of this period 
is due to the completion of the fiscal system and to the 
development of the whole economic life. 

Third Period—1930/31—1933/34, the most difficult 
for Estonian State finances, when, owing to the World 
economic crisis, the State revenues fell nearly to the level 
of 1921, namely, to 65-2 million kroons. The sources of 
revenue changed little during this period, except in certain 
measures of adaptation taken in connection with the 
crisis. The drop in revenue was caused by the consider- 
able dwindling in general activity. Revenue from the 
railways, customs, timber and other State enterprises and 
monopolies suffered particularly. 

Fourth Period—1934/35, in complete contrast to the 
previous one, where after surmounting the general 
economic crisis, the position of the State finances im- 
proved in every respect. The revenue in 1936/37 
amounted to go-2 million kroons, and in the present 
budgetary year, 1937/38, it is anticipated to be 98-99 
million kroons. Hence, no new taxes have been intro- 
duced, nor existing rates increased; on the contrary, 
taxation in several cases, especially customs duties, 
income tax, etc., have been reduced during the last few 
years. The comparatively rapid and noteworthy increase 
in the revenues during this period may be mainly attri- 
buted to the marked expansion in the economic life 
apparent in all branches and also to the exploitation of 
the unused natural resources of the country. 

The actual budgetary returns during the periods 
mentioned above were as follows (in 1,000 kroons) :— 


Portion of 

revenue Balance 
Total derived from surplus + 
revenue borrowing Expenditure deficit — 

1920 as ~» 397,370 21,293 37,370 — 
1923 ae .. 67,192 1,483 68,813 — 1,621 
1926/27... .. 85,726 2,370 83,061 + 2,665 
1929/30... ++ 955744 4,600 95.740 + 4 
1932/33 ie - .. 66,119 —_ 68,510 — 2,390 
1933/34 -- .. 65,190 — 65,190 aa 
1934/35 -- -- 73,892 -- 73834 + 38 
1935/36... ++ 79,502 = 79,380 + ne 


1936/37... -+ 90,208 — g0,092 + 
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Taking the main items of ordinary revenue, changes 
during the last four years have been as follows (in 
million kroons) :— 

1937/38 
(Budget and rst 
1934/35 1935/36 1936/37 supplementary 





Budget) 
Direct taxes... “i 7°5 8-3 9°8 II‘g 
State duties and fees .. 4°4 4°8 5°9 7°0 
Indirect taxes .. -. I9°9 24°7 28°5 31°2 
State monopolies «» ¥8*9 13°6 15°9 17°I 
State enterprises and 
property - <o« Beez 27°3 29°I 30°6 
Miscellaneous receipts .. 1-6 0-8 0°7 0°7 
Total .. » Org 79°5 89°9 98-5 


The direct taxes mainly consisted of income tax 
and trade tax, State duties and fees by stamp duty 
and fees, indirect taxes by customs and excise, State 
monopolies by the spirit monopoly, and State enterprises 
and property by railways, forests, posts and telegraphs. 

Extraordinary revenue during the years mentioned 
above was negligible. 

As regards State expenditure, it has generally been 
kept within the limits of revenue, especially during the last 
four years. Taken in order of importance, expenditure 
on communications and defence was the largest. In 
1933/34, the most difficult year of the crisis, the expen- 
diture in these two branches amounted to 32:5 million 
kroons or 54 per cent. of the total expenditure in that 
year, whereas during the present budgetary year the 
respective expenditure totals 53-5 million kroons or 
54°3 per cent. It should be mentioned, however, that 
under the item communications and transport the gross 
budget of the State railways is included, ie. all the 
revenues and expenditure of the railways are incorporated 
in the State Budget. 

Expenditure on education, representing II per cent. 
in 1933/34, and approximately 11 per cent. in 1937/38 
of the total, ranks third. 

Next in order as regards volume of expenditure come 
organisation of agriculture, administration of taxation 
and State finances, social insurance and welfare, law and 
justice, and various special expenses. 
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State subventions for the founding of economic enter- 
prises have been granted very conservatively, the State 
having set up or supported the establishment of only 
such enterprises for which substantial need was apparent, 
and where private enterprise was lacking. During the 
last four years approximately only 3 per cent. of the 
total budgetary expenditure has been allocated for 
the foundation of these enterprises. Such undertakings 
are those specialising in the exploitation of domestic raw 
materials, for instance, shale-oil, sulphate-cellulose, brick, 
peat and fertiliser industries, etc. 

All obligations attaching to State debts have been 
promptly and correctly fulfilled in accordance with the 
terms of the loan agreements, excluding the so-called 
War Debts, i.e. loans contracted with the Governments 
of Great Britain and the United States of America 
during the Estonian War of Liberation in the form of 
war supplies. 

A 7 per cent. loan, amounting to I-35 million pounds 
sterling or 24-6 million kroons, was contracted in 1927, 
under the auspices of the League of Nations, in England 
and the United States of America to enable the carrying 
out of the monetary reform in Estonia. The services 
of this loan have been carried out in conformity with 
the terms of the agreement. 

Payments in settlement of the War Debts were 
suspended in 1931. These amount at present, taking 
into account the position at the suspension of payments, 
to 1:05 million pounds sterling or approximately 19-27 
million kroons due to the British Government, and 
16-46 million dollars or approximately 60°59 million 
kroons to the Government of the United States of 
America. 

On the whole, Estonian State Debts amount at 
present to 123°31 million kroons, of which foreign debts 
represent 110-98 million kroons and internal debts, 
including the State subsidiary coin emission, 12:23 
million kroons. The indebtedness per capita of the 
population is 109 kroons, of which 71 kroons represent 
War Debts. The Estonian State debt is thus comparatively 
small. 

Generally, the position of the State finances in 
Estonia is at present stable. In comparison with former 
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years, the position of the Treasury has improved con- 
siderably during the last three or four years and is now 
quite satisfactory. Moreover, certain items of expen- 
diture have been introduced in recent years which can 
be curtailed in the event of any general setback. There 
is, therefore, scope for retrenchment. 

As regards the future outlook, if general World 
economic conditions do not adversely affect it, a further 
consolidation of Estonian State economy and continued 
stability in conjunction with the improvement in the 
entire national economy may be anticipated. 


Estonian Financial System 
Its Development and Present 
Position 
By J. Jaakson 


President of the Eesti Pank 


URING recent years, the financial system of 
D Estonia has gained both in strength and stability. 
Banking has entirely recovered from the reper- 
cussions of the economic crisis, and confidence in the 
banks and the currency has increased generally. The 
steady growth of bank deposits provides a part of the 
necessary resources for the financing of the economic 
expansion that has been going on since the depression. 
The healthy conditions of finance now prevailing in 
Estonia are the outcome of a development that has 
lasted already for over twenty years, during which period 
a number of difficult stages have had to be passed through. 
When in 1918 Estonia proclaimed herself an inde- 
pendent State, she had no sound monetary system or 
financial organisations to take over. The whole economic 
structure had to be built up anew, and that at a time 
when public confidence in money and the banks was 
badly shaken by the successive collapse of several short- 
lived currencies issued during the Great War, the subse- 
quent revolution and loss of all previously accumulated 
savings. 














328 THE BANKER 





The extremely unstable condition of the financial 
machinery and lack of experience during the first years 
of the State’s reconstruction raised a number of extra- 
ordinary difficult problems. Above all, the financing 
of the War of Independence strained the financial 
resources of the country to the utmost limit. Further 
difficulties arose in connection with the urgent necessity 
of carrying through a comprehensive land reform, and 
the building up of industry on the ruins left by war and 
upheavals. Moreover, the accumulation of capital had 
come to a complete standstill, while foreign capital was 
scared away. 

In 1919, the Eesti Pank (Bank of Estonia) was 
founded. The Bank was established as a bank of issue, 
but not as the sole note-issuing authority, Treasury notes 
circulating concurrently. At the same time, in the 
absence of other appropriate banking institutions, the 
Bank of Estonia had to undertake, besides its proper 
functions as a bank of issue, the financing of agri- 
culture and industry. In consequence, the functions 
of the Bank were, originally, those of an ordinary com- 
mercial bank engaged in both short and long-term 
credit operations. As the requisite funds for the financing 
of economic reconstruction had to be provided for the 
most part by the issue of notes, the fiduciary circulation 
showed a rapid and continuous increase. With the 
expansion of the note circulation the exchange value 
of the mark declined. 

In the latter part of 1924, the reserves held by the 
Bank of Estonia and the Treasury against the note issue 
were found to have been depleted to a considerable 
extent. It also transpired that a large proportion of the 
loans granted to industry had become “ frozen.” These 
frozen assets burdened the portfolio of the Bank and 
hampered the proper discharge of its primary function, 
that of ensuring currency stability and exercising control 
over the volume of short-term credit. 

This situation led to the monetary and banking 
reform effected in 1927, by which a new monetary system 
was created. A new currency unit, the kroon, was 
introduced, equivalent in value to 100/248 grammes of 
pure gold. The kroon is divided into Ioo sents corre- 
sponding to 100 former marks. In order to restore the 
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gold reserve of the Bank of Estonia, and to provide 
funds for the further financing of economic development 
by long-term investments, the Government raised a 
foreign loan, under the auspices of the League of Nations, 
yielding a net effective sum of £1,350,000, of which 
{1,000,000 was used for the reorganisation of the Bank 
of Estonia. The remainder was applied to the setting up 
of a long-term credit institution, the National Mortgage 
Bank of Estonia, which was to engage henceforth in the 
financing of the economic life by long-term accommo- 
dation, and also to take over and administer the frozen 
assets of the Bank of Estonia. New statutes were framed 
for the Bank of Estonia which began operations on the 
model of a real Central Bank. 

The changes brought about in the status of the Bank 
of Estonia by this reorganisation can be seen from the 
two following extracts from the balance sheets of Decem- 
ber 31, 1927, and January I, 1928, i.e. on the last day 
before and the first day after the reform (in million 








Ekr.) : Liabilities Assets 

Dec. Jan. Dec. Jan 

31, I, 3, Zt, 
1927 1928 1927 1928 
Capital 2°5 5:0 Reserve... -. I6°5 40°3 
Reserve fund 5°3. 0-5 Home billsdiscounted 16-6 8-3 
Current liabilities 43-6 59°3 Loans and advances 40-0 21-1 
Other liabilities .. 32-6 11-2 Other assets 1. BQ 63 
Total .. 84:0 76-0 Total .. 84:0 76:0 


The effects of the monetary reform were far-reaching, 
not only from the standpoint of the status of the Bank of 
Estonia, but also from that of the economic structure 
asa whole. On the one hand it freed the Central Bank 
from a burden of unsuitable assets, relieved it of its 
heavy indebtedness to the Government, and made it 
the sole note-issuing institution, thus enabling the Bank 
to enter on its activities as a modern central bank of issue. 
On the other hand Estonia was presented with a new and 
up-to-date monetary law, involving a new currency 
system based on the gold exchange standard, which 
inspired confidence in the financial organisation of the 
country, both at home and abroad, with favourable 
repercussions in the fields of private banking and trade. 
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Finally, the reform brought a fairly considerable amount 
of foreign currency into the country, which had a stimu- 
lating effect on the country’s economic life as a whole. 
Thus the immediate prospects after the reform were 
encouraging, and developments in the next few years 
augured well for rapid and sustained progress. 

Fresh financial difficulties appeared in Estonia with 
the onset of the economic depression in 1930, which 
became particularly severe after the abandonment of the 
gold standard in the United Kingdom in September, 1931. 
The depreciation of the Bank of Estonia’s foreign exchange 
holdings, which consisted for the most part of sterling, 
inflicted rather heavy losses on the Bank and considerably 
reduced its reserve. 

Great Britain being the principal foreign market for 
Estonian farm produce, the fall in sterling inflicted 
appreciable losses upon Estonian agriculture. Industries 
manufacturing for export also suffered, though to a lesser 
extent, from the unfavourable relationship of the two 
currencies. To abate the difficulties arising from the 
depreciation of sterling, it was decided to devalue the 
kroon in June, 1933, to the then level of the Swedish krone. 
This measure enabled Estonia to some extent to take 
advantage of the change in world market conditions. 

The expansion of banking in the first few years after 
the crisis was due mainly to passive operations. As a 
result of the exchange restrictions introduced in the 
years of severe depression, the foreign trade balance 
became favourable, which was reflected in the renewed 
increase shown in the gold and foreign currency holdings 
of the Bank of Estonia. The position of the private 
banks also improved. At the same time, in connection 
with the general economic revival and the consequent 
growth of income, the savings of the population also 
increased and swelled the deposit balances at banks 
considerably. On the other hand, as is characteristic 
of the very early stages of recovery, economic enterprise 
was at first almost entirely stagnant. Step by step, 
however, with the continued favourable development 
of the economic position and far-reaching support from 
the Government, business enterprise became more active 
again. As a consequence, the flow of deposits to the 
private banks diminished, while credits from the Bank 
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of Estonia were again made greater use of by banks as 
well as other economic interests. 

Although the foreign trade balance, after showing an 
export surplus between 1931 and 1935—particularly big 
in 1934 and 1935—has been adverse in the last two years 
owing to substantial investments in industry, agriculture 
and building, there is reason to regard this development 
as a temporary phenomenon, as time must elapse before 
the results of these investments can make themselves felt. 
The surplus of imports has evidently not had a harmful 
effect, as the foreign exchange holdings of the Bank of 
Estonia have even materially increased during the last 
three years. This increase has happened in spite of the 
very marked relaxation of exchange restrictions, which, 
although still legally in force, are applied very liberally 
and almost exclusively to dealings with those countries 
with whom the trade balance is unfavourable to Estonia. 

The alterations in the principal accounts of the Eesti 
Bank over this period illustrate the improvement :— 


End of 1928 1930 1932 1934 1937 


(Ekr. millions) 
Total gold and foreign exchange .. 34°7 30°3 20°3 35°9 55°8 








Note circulation en “ oo 30°4 32°2 35°2 360°7 4Q°1 
Deposits aa oo Qh. E584 Ise? 20°. 37°9 

Thereof—Government . -- 16:7 8:9 3°4 7°77 22°2 
Total credits .. ws 32°6 26°4 25°5 20:0 26°7 


As can be seen from the above table the appreciable 
increase in the note circulation, which has been observable 
for the past three years, should be regarded as a normal 
corollary of the economic revival. This increase has also 
been accompanied by a steady expansion in the reserve. 

Reviewed in general, the present position of Estonian 
monetary and financial system and indeed economic life 
as a whole may be regarded as satisfactory, compared 
not only with the period of depression, but also with the 
preceding years. 
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The Development of Agriculture in 
Estonia and its Present Position 


By A. Tupits 


Minister of Agriculture 


GRICULTURE constitutes the widest field of actiy- 
A ity of the Estonian nation, 60 per cent. of the total 
population gaining its livelihood from this source. 
Out of the entire national production agriculture has 
contributed during the last years on an average 55 per 
cent., and before the economic crisis even 70 per cent. 
The decline in the proportion of agricultural production 
during recent years can be explained by the rapid develop- 
ment which has taken place in industry and other economic 
branches outside agriculture, as also in a certain degree 
to the changes in the parity of prices. 

In the early days of Independence, an area of 2:5 
million hectares was owned by 1,200 big landed estates, 
of which some 25 per cent. was leased to 23,000 small 
holders. At the same time 51,640 independent free- 
hold farms held a total area of only 1-7 million hectares. 

During the time of Independence, agriculture in Estonia 
has undergone a radical change. Although before the 
Great War grain growing and cattle rearing in Estonia 
reached a comparatively high standard, progress, was 
chiefly confined to the big landed estates. On the 
farms, on the contrary, less intensive cultivation was 
predominant, any progress being impeded, in particular, 
on the leasehold farms by the prevailing system of 
tenancy. 

To speed up production in agriculture, it became 
necessary to revise the existing system of cultivation 
of the land both on the large and small landed estates. 

By the Agrarian Reform, 2-3 million hectares of land 
belonging to the big estates were nationalised, the former 
owners being compensated for their property under the 
provisions of a special law. This land was apportioned 
for the creation of new farms and partly also for enlarging 
the existing small holdings. In 1929, the number ol 
farms in Estonia totalled 133,360, the majority being of 
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a size from 10-50 hectares. The newly created farms 
were sold to their tenants for permanent ownership. 
The creation of new farms and enlarging of smaller hold- 
ings was carried on also after 1929, and is in progress at 
present. asl 

The Agrarian Reform brought with it a fundamental 
alteration in the structure of agriculture, since by the 
replacement of big landed estates by the small farm 
system an entire change in ownership and exploitation 
of the land ensued. The Agrarian Reform had also a 
far-reaching influence on the social structure of the nation. 
The major part of the former landless agricultural popula- 
tion, then in political opposition to the Government, was 
now converted as a landowning entity into a loyal and 
economically independent national element. 

Considerable attention was devoted during the first 
years of Independence to improving the productivity of 
the soil, since the bigger part of the agricultural area 
suffered from insufficient drainage, stony soil, etc. 

According to the census of 1929, the area under farms 
was 3°I million hectares, which comprises about two- 
thirds of the total area of the Republic. The remainder 
consists mainly of State forests the area of which is 
about 713,000 hectares. 

Of the total farming area 33-4 per cent. is arable land, 
52°3 per cent. grasslands, 5-2 per cent. forests, and 9-1 
per cent. moors and bogs, etc. As more than half of the 
total farming area is represented by grasslands, it naturally 
lends itself favourably for the development of dairy- 
farming. These natural possibilities have been exploited 
from year to year by raising the standard of the grasslands, 
and this course has been considerably supported by the 
Government. After the reformation in the exploitation 
of the land new methods of cultivation and manuring 
spread rapidly and the use of modern machinery increased. 

The area under tillage has been growing steadily. 
In 1919, it embraced 675,000 hectares, in 1925 had already 
risen to 795,000, and in 1935 to 873,000 hectares. In 
Igt0 the area under cultivation was 752,000 hectares. 
Thus, in comparison with the pre-war figure, the area 
under cultivation has been increased by 121,000 hectares 
or 16 per cent. As a result of the enlarging of the area 
under cultivation and the increase of the yield per hectare, 
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the crops have shown a definite expansion. This is seen 
in the following table :— 


Food crops (in 1,000 tons). 
Rye. Wheat. Total. 


IQIO-I4 .. ns 170 10 181 
1920-24 .. i 159 15 175 
1930-34 .. “a 201 60 261 
1937 ne ‘a 211 77 288 


During the first years of Independence, the production 
of grain was insufficient to supply the needs of the popula- 
tion. In recent years, however, when crops have been 
satisfactory, grain has been available for export. 

Next in importance to the cultivation of grain is the 
cultivation of potatoes. Because of their high quality, 
large quantities of potatoes are exported from Estonia. 
Within the last few years, the export of seed potatoes has 
gained in prominence, as the soil and climate of Estonia 
are ideal for their production and potato diseases are 
unknown in the country. 

Flax forms another important item in the agricultural 
exports from Estonia. The raising of flax dates back to 
the 18th century, and the fibre and seed of Estonian flax 
are well known on the British and other European markets. 

In addition to the field crops, horticulture has spread 
as a side-line in farming. In view of the development 
in this branch, dried fruit, canning and fruit-juice factories 
have been erected. Horticultural products such as apples, 
onions, gherkins, chicory and others are exported in con- 
siderable quantities. 

The mainstay of Estonian agriculture is, however, 
dairy-farming. This was to a certain extent prominent 
in Estonia even before the Great War, but its present 
trend of development has been reached only during the 
years of Independence. The number of cows in Estonia 
totalled 307,000 in 1920, 412,000 in 1930 and 446,000 
in 1937. In connection with the increase in the number 
of cows and yield per cow, the total production of milk 
in Estonia rose from 273,000 tons in 1920 to 839,000 tons 
in 1937. Thus, during the last 17 years, the number of 
cows has increased by 32 per cent., and the production 
of milk has been trebled. 

The dairy industry for the greater part is organised on 
the co-operative basis. The majority of the co-operative 
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dairy factories were founded in the years 1924-1926. 
In 1937, there were 261 co-operative and 39 private dairy 
factories, most of these having a net of cream stations. As 
the dairy factories are comparatively new enterprises, 
they are provided with up-to-date equipment and are 
turning out high quality products. At the international 
competition in Berlin last year, Estonian butter gained, 
amongst 17 other competing countries, the second highest 
score for its quality next to Danish. From the production 
of the dairies 80 per cent. on an average is exported. 
These products are exported by the Central Association of 
Co-operative Dairies “ Véieksport ’”’ to which body all 
the co-operative dairy factories belong as members. 

Next to cattle rearing comes pig breeding as one of the 
important features of Estonian farming. Of the strains 
bred, the large white and also the local land-race breed, 
improved by crossing with the Danish land-race, are known. 
In accordance with the requirements of the English market, 
pigs are reared for bacon. Fat pigs are also raised 
though chiefly for the home market, the consumption 
of pork in Estonia being comparatively high. 350,000- 
430,000 pigs are slaughtered annually. Four export 
slaughterhouses, equipped with modern installation and 
producing bacon, hams, lard and meat conserves, are at 
the present working in Estonia under the manage- 
ment of the Central Association ‘‘ Eesti Lihaeksport,”’ 
which Association also carries out the export of these 
products. 

As a side-line poultry farming has spread in the country. 
With the gradual increase in the number of laying hens, 
the production in this branch has recently risen : in 1922 
the production of eggs totalled 40 millions, in 1931 it 
equalled 87 millions, and in 1937 it increased to 146 
millions. Approximately one-third of the egg production is 
exported. The export is in the hands of the Central 
Association of Poultry Farmers “‘ Eesti Munaeksport.”’ 

The production of agricultural goods is standardised, 
and the export of butter, bacon and meat conserves, eggs, 
flax and linseed, potatoes and other vegetables, fruit, etc., 
is carried out under strict control of the Ministry of Agri- 
culture. 

Concluding this survey of agricultural activity, it has 
to be mentioned that silver-fox farming has been introduced 
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within recent years, and is gaining in importance since 
favourable conditions are present so far as climate and 
feeding are concerned. 

The marketable surplus value of the agricultural output 
of Estonia has been as follows :— 


Ekr. millions. 
1929-30 .. > .. II5 
1930-3I_ .. - .. oo 
1931-32 .. o ~~ - 
1932-33 -- ‘4 . 
1933-34 -: . -- 74 
1934-35 -- . -- 77 
1935-30 .. as <~ ‘aon 
1930-37 .. a .. 90 
1937-38 ~« 202" 


* Estimated. 

Within recent years an average of 45 per cent. of the 
marketable surplus of agricultural production has been 
exported. The importance of the home market for agri- 
cultural produce is thus pre-eminent, but this proportion, 
taking into consideration the present rapid expansion in 
agricultural production, can soon be reversed. In this 
connection the development of agriculture in Estonia 
is in an increasing measure dependent on marketing 
possibilities for agricultural products abroad and the move- 
ment of their prices. These products have been exported 
from Estonia to various countries, but the United Kingdom 
has eventually become by far the most important market. 
In 1925, 13 per cent. of the export of agricultural produce 
went to the United Kingdom, in 1930, 35 per cent. and 
in 1936 as much as 40 per cent. 

A few words may also be said about the organisation 
and educational side of Estonian Agriculture. To repre- 
sent the interests of agriculture as a whole, to furnish the 
farmers with expert advice, to foster and further agricul- 
tural organisation, a Chamber of Agriculture was estab- 
lished in 1932. A number of agricultural schools for the 
training of practical farmers have been founded, in addi- 
tion to the agricultural faculty at the University of Tartu 
providing higher education. 

The development of agriculture during the twenty years 
of Independence has shown a constant rise. Even during 
the years of the crisis production advanced in practically 
all branches. On the whole, Estonian agriculture is full 
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of vitality and capable of further expansion, and there are 
ample reserves with which to continue the present upward 


trend so far as the natural, technical and economic possi- 
bilities are concerned. 





The Development and Position of 
Estonian Industry 


By E. Vendelin 


Assistant Minister of Economic Affairs 


HE development of industry in Estonia during 
Independence has been rapid and manifold, taking 
into consideration the conditions in the early years. 
In the first days of Independence, the entire mechanism 
of industrial production was in a state of complete dis- 
organisation. An overwhelming majority of the existing 
industrial enterprises had been, as regards structure 
and aims, created to meet the requirements and demands 
of the former Russian Empire, so that a number of large- 
scale industrial undertakings, such as shipbuilding yards, 
textile mills, railway carriage works, distilleries, etc., had 
now to be adapted either to the wants of the home market 
or to the export markets of Western Europe. 

The reorganisation of the industrial system in which 
the supply of fresh capital, as the enterprises had lost a 
large part of their working capital as a result of war and 
revolution. The rebuilding of the industries heavily taxed 
private and State economic resources, but the efforts 
made did not prove fruitless. Most of the Estonian 
industrial undertakings were rebuilt during the Indepen- 
dence of Estonia, and out of the savings accumulated 
during that period. Of the present large-scale industrial 
enterprises, 62 per cent. were founded during the years of 
Independence. 

From the standpoint of economic and credit conditions, 
the reconstruction of Estonian industries can be divided 
into four periods. During the first period when the 
nation with all its economic resources was bound to 
military activities, the physical and economic forces 
proved inadequate for the economic reconstruction. 
Industrial activities were confined primarily to military 
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purposes, and only a few enterprises were founded to 
cater for the requirements of the home market. 

On the termination of the War of Independence 
economic activity began quickly to revive. There was a 
bigger demand for goods on the home market, and 
possibilities for export of timber, paper, pulp and other 
commodities became favourable. The difficulties of that 
period were primarily of a financial nature, owing to 
the weakness of the internal money market, and the 
limited opportunities for the creation of private capital. 
As a result, however, of the financial support provided 
by the State, a very rapid expansion set in. The gross 
output of the large-scale industries towards the close 
of the first period (1924) amounted to 83 million kroons 
and the net output to 36-7 million kroons. 

During the second period of economic development 
(1924-1929), the financial resources of the State were 
directed more towards the assistance of agriculture, and 
a network of dairies and slaughterhouses was established 
over the whole country. At the same time the industrial 
output was continually expanding and adapting itself 
more and more to the requirements of the home market 
and export possibilities. 

The output of the large-scale industries for this period 
was as follows :-— 

Large-scale industries. 


Gross output. Net output. 
(million kroons) 


1925 .. a .. I00 43 
1920... - o% 99 44 
ae - .» 103 45 
1928 .. “ ~~ S20 53 
1929 .. - -. II9Q 52 


Compared with the preceding period noticeable changes 
took place in the structure of industry. The activity of 
the enterprises established to meet the requirements of 
the home market grew more quickly than those of the 
export industries. Among the latter a certain expansion 
in the timber industry may be noted in conjunction 
with more favourable export conditions for timber and 
cellulose. On the whole, however, towards the end of this 
period a certain stagnation became apparent in the export 
industries. Only for those branches of export utilising 
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domestic raw materials could a steady export trade be 
anticipated. 


Though the financing of industry during the second 
period was primarily carried out by private banks, the 
Central Bank had, nevertheless, to continue financing 
both existing and new enterprises to a certain extent. 
This reacted unfavourably on the finances, as it became 
clear in 1927 that a portion of the short-term credits 
granted by the Central Bank had been employed for long- 
term investments and had in consequence become 
“frozen.’’ The situation created was such that the Central 
Bank found difficulty in discharging its direct functions. 
The position was adjusted by the Monetary Reform, 
which was carried through in 1927. 


The period of expansion, which lasted until 1929, 
was followed by a general economic crisis. In 1930, 
industrial production in Estonia, did not, however, 
decline in volume to any appreciable extent. But during 
the following years industrial output, owing to a deteriora- 
tion of the earning capacity, suffered a material setback. 
The prices of manufactured goods fell faster than the 
cost of production, but large failures of Estonian industrial 
undertakings were avoided. The enterprises restricted 
their activities, part of their assets were made liquid, 
and liabilities thereby curtailed. On the whole the 
export trades suffered more. In the industries working 
for the home market, the situation was somewhat better, 
as the purchasing power in respect of manufactured 
articles declined less, owing to a relatively bigger drop 
in the prices of foodstuffs. Asa result of the contraction 
of industrial activity, unemployment increased. The 
enterprises cut down the number of workers and shortened 
the working hours. As may be seen below, the gross 
output of the large-scale industries fell from 113 million 
kroons to 81 millions :— 


Gross output. Net output. 
(million kroons) 


1930 .. ws » 53 
oS —_— - a, 2 49 
ee as . & 43 


_ Once the acute stage of the crises had been passed 
industrial activity began to rise rapidly. The revival 
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began in the second half of 1933, after the abandonment 
of the Gold Standard, and was most noticeable in the | 
export industries, although it was also seen later in the | 
industries working for the home market. Until the 
beginning of 1936, the growth in production was mainly 
due to rationalisation of existing enterprises. Only a 
few new undertakings were founded. But then at the 
initiative of the Government a definite turn took place. 
The output of oilshale and the production of fire-proof 
building materials were intensified, and the utilisation 
of forests reorganised and rationalised. To carry out 
this programme comparatively large investments had to 
be made by the State. Later, initiative was taken in the 
industrial sphere also by private interests, and activity 
in investment has become one of the most important 
factors during the last two years. The new investments 
are already showing a return, which also appears from 
the growth of exports. 


The table below gives a survey of the structural 
changes which have taken place in the Estonian in- 
dustries. 


Structure of large-scale industries on the basis of 
workers employed. 


Percentage. Percentage change in 


1937: 
since since 
1929 1937 1929 1932 

Quarries and mines... -. I5°0 17°4 + 58:4 + 997 
Working of minerals... .. 5°9 4°99 + 13°5 + 63°5 
Metal industry .. - .. IIe4 13°4 + 59°3 + 837 
Chemical industry vs ~~ oe 5°3. +219°3 +1095'°9 
Leather industry 0-9 I'l + 76:2 +140°5 
Textile industry 29°8 25°8 + 17:6 + 463 
Timber industry ~- 14°9 12°8 + 17°l + 93°7 
Paper industry “ i ae 49 + 06 + 3253 
Printing ee oe 3°5 28 + 7:9 «++ 217 
Foodstuffs, beverages, etc. 6°5 5°9 + 23°7. + 37°3 
Wearing apparel and fancy 

goods .. és as va Oo 3°9 +450°2 +186:7 
Electric power stations, gas and 

water supply .. Sy | I°5 + 2570) + 32°5 
Cleaning .. 0°5 0°39 — 26-7. +120°0 





Total .. .. 100 100 + 36-r + 711 
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The output of the large-scale industries in the years 
1933-30 was :— 
Gross output. Net output. 
(million kroons) 


1933_-- sm a of 46 
1934 .-- “a as Og 55 
1935 -- she ia 220 60 
1936 . 140 69 


In 1937 the industrial activities reached a level 
surpassing that of the peak year of the pre-crisis period 
by over 40 per cent. 

Activity has increased in all branches of industry. 
Relatively the advance has been greater in quarrying, 
mining and the chemical industries, mainly as the result 
of expansion in the output and distillation of oil-shale. 
As a starting point for the development of Estonian 
industries there is first of all a wider utilisation of the 
reserves of domestic raw materials, and secondly, the 
harnessing of unemployed labour for supplying the 
home market with mass produced articles. In both 
cases noteworthy results have already been achieved. 
It will be necessary, however, to import large quantities 
of means of production, such as raw materials, machinery, 
means of transport, plant, metals and numerous semi- 
manufactured goods, imports of which during recent years 
have shown a considerable expansion. Imports of certain 
manufactured articles have, however, definitely decreased. 
Industrialisation does not thus form an obstacle to the 
exchange of manufactured goods with other countries. 
It may even be stated that the present trend towards 
industrialisation by means of increasing the purchasing 
power of the nation creates better conditions than hitherto 
for the purchase of those manufactured articles from 
abroad, the production of which at home, for one reason 
or another, is either difficult or irrational. 


The Natural Resources of Estonia 
By Professor Paul N. Kogerman 

HE initial exploitation of the natural resources of 

Estonia dates back with a few exceptions to the 

time of regaining of Independence. Prior to this 

period, forests, limestone and, to a small extent, gypsum 
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and clay were exploited. Since the Independence, not 
only have the utilisation and rationalisation of the 
natural resources already known been taken up, but at 
the same time, researches into new riches have been 
instituted with the object of enlarging the volume of 
local raw materials and satisfying the needs of the home 
industries by these means. The results achieved are 
entirely satisfactory considering the short time and the 
possibilities present. 

During the last two years the Government has con- 
centrated particular attention on research into the 
natural resources and their exploitation. With this end 
in view, a special scientific institution—the Institute of 
Natural Resources—was created on the initiative of the 
Minister of Economic Affairs for the promotion of regular 
scientific research into the natural resources of the 
country. 


Oil-shale 

Of the natural riches of Estonia, oil-shale has to be 
considered as the most important. Some twenty years 
ago, oil-shale was still little known in Estonia and the 
methods of its exploitation had not yet been discovered. 
As a result of research and tests carried out during the 
years of Independence a number of new enterprises have 
been established for the exploitation of the oil-shale, and 
this new branch of industry now holds a foremost place 
among the same industries of other countries. The 
oil-shale industry is of high importance to Estonian 
economic life, and it is evident that its value will continue 
to expand in the future. 

Oil-shale, or so-called “‘ Kukersite ’’ deposits occur in 
the Middle-Ordovician strata. The deposits in a work- 
able form extend over half of Northern Estonia and in 
the direction of Russia coming to the surface at a distance 
of 5-15 kilometres from the Gulf of Finland over a width 
of 2-5 kilometres. On the line where it appears, the 
deposit is covered with alluvial layers 0-3-4-0 metres 
thick. The depth of the deposits of workable oil-shale is 
more than 3 metres in the district of Kohtla-Jéhvi. 
Kukersite strata worth mining cover an area estimated 
to be 2,470 square kilometres. Since each square metre 
can yield 2 tons of oil-shale, the investigated shale reserves 
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amount to 5,000 million tons. Calculating the quantity 
of oil extractable from the shale at 20 per cent., the 
shale-oil reserves of Estonia are equivalent to 1,000 
million tons. 

Distilled on an industrial scale, the oil-shale yields 
up to 22 per cent. of crude oil, and at laboratory tests 
even up to 36 per cent. The shale-oil is a brownish- 
black thick fluid with a heat capacity of 9,500-9,800 
calories, and is an entirely unique product. The crude 
oil can be refined into benzine (aviation and motor spirit), 
motor naphtha, diesel naphtha, wood impregnating oils, 
carbolineum, bitumen, etc. Petrol has been exported 
only into the neighbouring States, while oil and bitumen 
find an outlet in various countries. Oil-shale and shale- 
oil are used as fuel in the industries and on the railways 
in Estonia. The ashes remaining from oil-shale after 
carbonisation and burning are manufactured into so- 
called ash-bricks, which are used for interior building 
purposes. 

There are at present six enterprises in Estonia engaged 
in the oil-shale industry employing in all 4,000 workers. 
In 1936, 769,000 tons of oil-shale were mined, of which 
334,000 tons were employed for the extraction of oil. In 
1937, the output increased to 1,100,000 tons, of which 
the majority went for oil production. The output of 
crude oil is steadily increasing: in 1935 it amounted to 
47,000 tons, in 1936—63,000 tons, and in 1937—II0,000, 
the production for 1938 being estimated at 160,000 tons. 
It is anticipated that within the next I0-15 years the 
output of crude oil will be brought up to 500,000 tons. 


Forests 


The area covered by forests in Estonia was more 
extensive in the past, but during the Great War big 
tracts were felled partly for strategical and partly for 
fuel shortage reasons. The shrinking of the area under 
forests also continued for various causes during the first 
years of Independence chiefly, however, on account of 
the allotting of forest land to new settlers for building 
purposes. The area under forests proper at present 
comprises 904,000 hectares or 21 per cent. of the total 
area of the Republic. The Government owns 713,000 
hectares or 79 per cent. of the entire area of the forests, 
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the remainder belonging to municipalities, institutions, 
and private individuals. 

Seventy per cent. of the Estonian forest area is 
coniferous and 30 per cent. leafy. Taking the timber in 
mass, the proportion of spruce represents 42 per cent., 
pine—2I per cent., birch—i1g per cent., aspen—Io per 
cent. and other timber 8 per cent. The annual output of 
timber during late years has been on the average 3:1 to 
3°5 million cubic metres. As from 1937 to 1938 onwards, 
the annual production will be kept, however, at the figure 
of 2:5 million cubic metres. Up till recently, 45 per cent. 
of the total yield of the forests was utilised for building 
and industrial purposes, and 55 per cent. as fuel. With 
the development of the industries associated with timber 
and reorganisation of fuel supplies, the percentage of 
industrial timber will increase. Engaged in the timber 
industry are several large saw-mills producing sawn wood 
goods, box materials and pitprops, two sulphite cellulose 
factories with an annual production of 80,000 tons, and 
a sulphate cellulose factory, at present nearing com- 
pletion, with an output of 35,000 tons. Mechanical pulp 
is also produced in several smaller factories. 


Phosphates 

Phosphate deposits form another of the important 
natural resources of Estonia. Layers of mineral phos- 
phates on an investigated area of 6-1 sq. kilometres are 
estimated to contain 2-1 million tons of phosphates 
(P, O;). The total deposits of phosphates on an area of 
308 sq. km. are estimated at 51 million tons. The 
thickness of the layers varies from 10-30 cm., containing 
from 7-29 per cent., or, on an average, II per cent. of 
phosphoric acid. As the experiments with the local 
phosphates have given satisfactory results, a superphos- 
phate factory, with a capacity of 40,000 tons, is to be 
erected in the near future to meet the home consumption 
of phosphate fertilisers. 


Peat 

In so far as the multitude of her peat-bogs is con- 
cerned, Estonia occupies the third place among the 
European countries, peat deposits covering 676,800 
hectares or 14-7 per cent. of the total area of the country. 
The larger peat-bogs are situated in Central and Northern 
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Estonia, some of them extending over an area up to 
300 square kilometres. The reserves of peat investigated 
are estimated to be 3,000 million tons of dried peat. 
Peat is being increasingly used as fuel in households and 
industries, and as bedding material for cattle. The total 
production of the machine-worked peat factories amounted 
in 1927 to 158,000 tons of dried peat. A large peat 
briquettes factory with a capacity of 50,000 tons and with 
an electricity generating power station is under con- 
struction at present. 


W ater-power 

The power of the waterfalls of Estonian rivers is 
estimated to be 195,000 kw., of which 35,000 kw. are at 
present harnessed leaving a potential part unused. 
Investigation for the utilising of the water-power available 
for the general electrification of the country is at present 
proceeding, and a certain amount of electrification is 
already in a stage of completion. 


Diatomaceous earth 

Deposits of diatomaceous or infusorial earth have 
been discovered in Estonia. According to researches 
made during recent years it appears that the reserves of 
this earth found in Estonia up to now can be estimated 
at 20 million tons. According to the analysis made, 
Estonian diatomaceous earth ranks among the best of 
its kind, containing over 80 per cent. of SiO,._ Production 
was commenced in 1937. 

In addition to the above, Estonia possesses ample, 
reserves of raw building materials, such as: limestone, 
sand, clay and gypsum, the exploitation of which has been 
going on only to a limited extent. 

According to the Constitution, all the natural riches 
below ground belong to the Government, and their 
exploitation is directed by the Ministry of Economic 
Affairs. Investigation of natural riches may be carried 
out by private initiative with the permission of the 
Ministry, and their exploitation on concession basis 
undertaken. 
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Estonia’s Foreign Trade 
By Dr. V. Raud 


Commercial Counsellor to the Estonian Legation in London 


FTER the political severance of Estonia from the 
A Russian Empire twenty years ago, her trade was 
confronted with greater difficulties than any other 
branch of the economic life. While previously she had 
catered chiefly for comparatively backward Russia, with 
her modest and simple needs, Estonia, after regaining her 
independence, had to find outlets for her surplus produc- 
tion by meeting the more advanced requirements of the 
markets of Western Europe. A close study had therefore 
to be made of the changed demands facing the industries, 
and production had correspondingly to be adapted. This 
occupied some first ten years of Independence. New 
export industries, both agricultural and industrial, were 
created, and the number of export articles gradually 
increased, the majority being standardised. At present, all 
goods exported from Estonia are of high quality, and 
freely compete on the international markets. The 
economic depression of 1929 to 1932 caused a serious set- 
back to the young export industries, but on the other 
hand the severe test to which they were subjected 
assisted in defining more clearly the future policy of 
development of the export industries. 

In the period preceding the economic crisis, Estonia’s 
commercial policy was based on a moderate protective 
tariff regime combined with trade agreements embodying 
as their essential feature the unconditional most-favoured- 
nation clause. During the economic crisis, however, 
measures such as licensing a part of the imports, and 
exchange control had to be adopted, together with a 
number of clearing agreements with different countries. 

Since the receding of the crisis, the trade restrictions 
have been considerably relaxed and have become in many 
cases purely nominal. At present, the licensing system, 
which covers some 40 per cent. of the imports, and the 
exchange control apply mainly to the merchandise of 
those countries with whom the balance of trade is 
unfavourable to Estonia. 
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The development of foreign trade Gates the past two 
decades was as follows, in value and volume : 


























Value Volume. 

(in thousands of Ekr). (Tons). 
Imports. | Exports. Imports. Exports. 
1920 22,235 19,588 88,699 137,791 
1924 78,509 75,271 351,575 379,373 
1928 131,373 | 127,109 469,618 591,113 
1932 36,860 | 42,571 232,864 250,704 
1933 39,030 45,558 219,197 322,036 
1934 55,275 68,973 285,308 521,328 
1935 ‘ 68,757 | 80,118 296,178 477,058 
1936 86,3846 83,191 383,155 453,332 
1937 . | 111,062 106,012 435,399 518,961 





As can be seen from the above table, the foreign trade 
turnover in 1920, the year immediately following the 
War of Independence, was negligible. In 1924, the ‘trade 
gained in volume and reached its peak in 1928, the highest 
in turnover prior to the crisis. 1932 was the year with 
the foreign trade at its lowest ebb during the crisis years, 
Estonia still being on the gold standard, but since then 
trade has been consistently increasing. A marked expan- 
sion of trade occurred in 1937, in which year the trade 
turnover was in value and volume 16 and Io per cent., 
respectively, below the peak year. 

The principal exports from Estonia are: butter, 
bacon, eggs, potatoes, flax, tow, timber and timber 
materials, woodpulp, paper, shale-oil, textiles, sheet glass, 
artificial horn. The principal imports are: raw cotton, 
wool, iron and steel, various machinery, motor cars, 
textiles, rubber and rubber materials, coal and coke, 
sugar, herrings, fertilisers, dyestuffs and other chemicals. 

Of the total exports during the last six years, agricul- 
tural products constituted, on an average, 47-6 per cent. 
industrial goods, 38-7 per cent., timber and timber 
materials, 11-8 per cent., and miscellaneous, Ig per cent. 
In view of the recent rapid development of the shale-oil 
industry, and erection of a new cellulose factory, the share 
of industrial goods in last year’s exports already showed a 
rise, and there is a tendency to a further expansion. So 
far as imports are concerned, certain structural changes 
are also noticeable. The proportion of producers’ goods, 
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i.e., means of production, has decidedly grown larger, and 
imports of raw materials have also increased. On the 
other hand, certain industries now established, or in course 
of erection, for the utilisation of domestic raw materials 
will tend to lessen the value of imports. 

The balance of foreign trade during the years 1920 to 
1924 was adverse, which may be regarded as natural at a 
time of reconstruction of the economic life of the country. 
From 1925 to 1930, the trade was balanced, but became 
favourable during the years 1931 to 1935. In 1936 and 
1937, however, the balance of trade was slightly unfavour- 
able, this being mainly due to the larger imports needed 
for the establishment of new industries. It is anticipated 
that the balance of trade will turn in favour of Estonia in 
the near future. 

The principal markets of Estonian goods during the 
last years have been in order of importance: the United 
Kingdom, taking some 34— 40 per cent. of the total 
exports, Germany with 22—3o per cent., Finland with 

—8 per cent. and Sweden with 2—4 per cent. The 
principal countries of supply were Germany with 21—32 
per cent., United Kingdom with 14—109 per cent., United 
States of America with g—11 per cent., Sweden with 5—7 
per cent., Soviet Russia with 4—6 per cent., and Finland 
with 4—5 per cent. 

The trade between Estonia and the United Kingdom 
since the abatement of the economic crisis has shown a 
steady expansion. This was particularly accentuated by 
the signing of the Anglo-Estonian trade agreement in 
1934. The foreign trade figures between Estonia and the 
United Kingdom in the last few years have been as 


follows : 1035. s996. 1937. 
£ £ £ 
Imports “a - .- 1,825,083 1,933,881 2,260,633 
Exports i - ne 680,324 732,809 1,291, _ 
Re-exports .. om 221,428 204,012 289,27 


The balance of trade between Estonia and the United 
Kingdom, as can be seen from the above figures, has been 
gradually narrowing. 

As regards the commercial policy of Estonia, the 
question of the trade balance is of paramount importance 
to the country. Being a debtor country, Estonia cannot 
afford to import goods to a value over and above, oF 
even equal to, that of her exports. Taking into con- 
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sideration the fact that the successful development of a - 
country depends on the balancing of international pay- 
ments, in the case of Estonia particular attention has to 
be concentrated on the attaining of a favourable balance 
of trade as foreign trade plays the most prominent part 
in the balance of payments. This trend of commercial 
policy has been followed since the economic crisis. In 
view of the heavy home capital expenditure during the 
last two years, the balance of trade has been unfavourable 
but it is considered that the new industries will augment 
in future the exportable surplus of goods and thus offset 
the temporarily unfavourable balance. 


Communications and Tourist 
Traffic in Estonia 


By a Correspondent 


EFORE the Great War, Estonia played a com- 
B paratively minor role in the field of international 
communications, though Tallinn has been known 
for centuries as one of the best ports on the Baltic 
seaboard. From the point of view of tourist traffic in 
the international meaning, Estonia was practically unex- 
plored, and her seaside places and sea-mud health resorts 
were frequented mostly by visitors from St. Petersburg 
and other towns of Northern Russia. 

After Estonia, Finland, and the other Baltic States 
had regained their independence, Estonia, in view of her 
geographical position, became an important link between 
Eastern and Western Europe, both for passenger and 
goods traffic. Large numbers of travellers to and from 
Finland or Soviet Russia pass through Estonia either by 
rail or air. 

The principal means of communication are the 
railways. Estonia is connected with Western, Eastern 
and Central European countries by the following rail 
connections: Tallinn—Riga—Berlin—Ostend—London 
(46 hours), Tallinn—Narva—Leningrad (15 hours), and 
Tallinn—Riga—Warsaw. 

Tallinn, the capital of Estonia, is linked with the main 
European air lines. It is situated on the air routes 
Tallinn—Helsinki—Stockholm, Tallinn—Riga—Warsaw, 
and Tallinn—Riga—Berlin, and possesses an air port for 
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both aeroplanes and hydroplanes. To fly from Tallinn to 
Helsinki (Finland) takes 30 minutes, to Stockholm 3 
hours, and to Berlin 6 hours. 

During recent years, the condition of the roads has 
been considerably improved in Estonia, and most of the 
main highways are wide and kept in good repair. Owing 
to her fine landscapes and serviceable roads, Estonia is 
particularly attractive for motorists wishing to tour the 
country in their own cars during the summer months. 
As a matter of interest it may be mentioned that Tallinn 
is used as one of the most northerly starting points of the 
Monte-Carlo rally. 

Shipping plays an important part in foreign trade. 
Line connections with Finland, Germany and the United 
Kingdom are particularly frequent, as well as those 
between Tallinn—Stockholm, and Tallinn—Antwerp. 
There is a daily passenger service between Tallinn and 
Helsinki, bi-weekly services to Stockholm and Stettin, 
and a limited number of berths on the boats running 
weekly between Tallinn and London. 

The attractions of Estonia as a tourist country lie in 
its pine forests, secluded fine beaches of the purest white 
sand, romantic ruins, low cost of living, excellent food, 
and health resorts. For sightseers and students of ancient 
history, there are Tallinn, an old and well-preserved 
Hanseatic town, the Monastery of Petseri, the only one 
of the famous medieval cave monasteries easily accessible, 
and Narva, the battleground of the East and West, with 
its ancient fortresses. 

Latterly, Estonia’s excellent seaside resorts have 
brought a constantly increasing flow of tourists mainly 
from Sweden and Finland, but also from the United 
Kingdom to such places as Parnu, with its curative mud 
and other healing baths, and miles of soft sandy beach, 
Narva-Jéesuu, Estonia’s favourite seaside resort and 
bathing place, and Haapsalu and Kuressaare, both noted 
for the wonderful results obtained from their sea-mud 
baths. The sea-mud found on the western shores of 
Estonia is known for its radio-active properties, and for 
decades has been recognised as a most efficacious remedy 
for a variety of ills, but particularly as a cure for rheumatic 
affections of all kinds. Last, but not least, Estonia can 
be considered as one of the cheapest countries of Europe 
to live in. 











